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WEDNESDAY, MAY 2, 1951 


Unrrep States SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to call, at 10:15 a. m., in room G—16, 
United States C apitol Building, Senator Ernest W. McFarland pre- 
siding. 

Present: Senator McFarland (presiding). 

Also present : Senator Carl Hayden, Arizona. 

Senator McF ar.anp. _ The committee will come to order. The hear- 
ing this morning is on S, 1346. 

(S. 1346 is as follows:) 


[S. 1846, 82d Cong., ist sess.] 


A BILL To place jurisdiction of natural gas pipelines constructed in part or in whole 
across public lands, including the forest reserves of the United States, in the Federal 
Power Commission 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 28 of Mineral Leasing Act of 


February 25, 1920, as amended (title 30, sec. 185, U. S. C., Annotated) be amended 
as follows 


“All Te oletiihitin over natural gas pipelines in respect to obligations as a com- 
mon carrier in interstate commerce pursuant to section 28 of mes" Mineral Leas- 
ing Act of February 25, 1920, as amended (title 30, sec. 185, U. ., Annotated), 
is hereby vested in the Federal Power Commission to be pbs under the pro- 
visions of the Natural Gas Act approved June 21, 1938, as amended.” 

Senator McFarianp. I want to state at the beginning that the pur- 
pose of this bill, which was introduced by my colleague, Senator 
Hayden, and myself, was really to try and get a little gas into northern 
Arizona. I do not believe any people have been troubled with gas 
laws as much as the people of Arizona have been as a consumer State. 

We were first tied up with the Natural Gas Act, which required a 
certain amount of reserves, and those who had contracted with the 
gas company had a restriction that if they were to come under the 
jurisdiction of the Federal Power Commission they could cancel out, 
so that was not considered a firm commitment of sufficient reserves for 
the pipeline. 

That rocked on for a long time and finally, as I understand it, the 
gas company bought suffic ~ reserves and started in to build the 
lines. It got them all the v ay across Arizona, except about 14 miles, 
and all of a sudden the odieien Department told them to stop and to 
not serve any of the towns. 

All of the cities along the way, Holbrook, Winslow, Flagstaff, and 
Prescott, have been pouring wires in to us asking what is the matter 
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with our Government, what kind of a Government have we that a 
line will be built and is ready to serve and is not permitted to do so; 
the State teachers college at Fla gstaff, for example, has changed over 
to natural gas, and they are just 1 using a little stand-by plant waiting 
for the gas to be turned on. The purpose of this bill is to try to settle 
this seeming controversy between the gas company on the one side and 
the Interior Department and the Federal Power Commission on the 
other. 

Now, it was my idea that no two agencies of the Government should 
be regulatory agencies for one industry, that that industry should be 
controlled by only one agency, so that we would not have these squab- 
bles and these misunderstandings. I cannot understand why they 
have occurred because two pipelines have been built across the south- 
ern part of Arizona, and either the Interior Department is imposing 
new regulations or they were negligent in their duties in the first 
instance. What we are interested in is getting this straightened out. 

We are a consumer State, we need this. gas, and so that is the object 
of this legislation. This little bill that was introduced was very 
quickly drawn. We do not contend that it is the last word on this 
proposition. 

I might say to you, frankly, that I called the Federal Power Com- 
mission and asked them to submit a draft, and then I read this little 
draft, and I thought maybe it was better, but I understand after more 

careful examination it has some defects, so we are not just advocating 
this particular legislation. 

We want the best legislation that we can get, and I am sure Mr. 
Buchanan will have something to present to us, or at least I hope he 
will, and we want to hear from the gas company or anyone else 
who wants to testify. We want to get the best that we can get, but 
mainly we want to get gas for northern Arizona. 

I am now going to yield to my colleague, who has a statement to 
make, and then he has to go to an Appropriations Committee meeting. 

Senator Haypen. Mr. Chairman, I think I will submit for the 
record a number of telegrams that I received. They are by no means 
the total number, but typical ones like the first one, addressed to me 
from H. L. Hutchison, the mayor of the city of Flagstaff, under date 
of March 17, 1951, which is some little time ago, re eads: 


Flagstaff and northern Arizona have been patiently awaiting and preparing 
for and anticipating the arrival of natural gas for over 2 years. It is now at 
our gates but for some reason not understandable by our people delivery is being 
withheld. We understand that gas cannot be delivered because of a contro- 
versy between the Department of the Interior and the El Paso Natural Gas Co. 
Regardless of the merits of this controversy we cannot understand why some 
forty or fifty thousand innocent citizens should be so severely penalized and 
made the scapegoats. We need gas now and implore you to use your utmost 
efforts to the end that gas is permitted to be delivered to the people of Flagstaff 
and northern Arizona immediately and unconditionally. 


Numerous telegrams of that kind were received, and, Senator Mc- 
“arland, I have had continual contact with the Department of the 
Interior and the Federal Power Commission, as did the Representa- 
tives in Congress from Arizona. 

Reports were made to us from time to time that an agreement was 
about to be reached, but it never arrived, and finally I made inquiry 
one day—that was on the 20th of April—of the Secretary of the 
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Interior, and received word from him which I communicated to 
everyone in the various cities. This is what I said: 

Re gas line Secretary of the Interior says that until yesterday he thought 
satisfactory compromise could be reached but that in its absence he has gone 
as far as he possibly can under existing law in seeking agreement with the El 

’aso Natural Gas Co., but he is willing to sign an interim agreement with the 
company whereby they will give proper legal assurance that they will abide by 
whatever the courts may decide, as to intent of existing right-of-way law or by 
any legislation on the subject that the Congress may hereafter enact. 


Well, I inquired yesterday and that is the situation that I present 
to you today, Mr. C hairman. I joined with Senator McFarland in 
introducing this bill because I am as thoroughly convinced as he is 
that certainly there should not be two agencies of the Government 
having jurisdiction over this subject matter, which is the present. 
state of the law. That should be cleared and then a w ay found as 
soon as possible to obtain gas for these folks. 

When you have bought a refrigerator, bought a gas stove, done 
everything that a person can do to introduce modern conveniences into 
his home with the use of gas, you are told that it will be here and 
know that it is the pipeline coming through your town, why, I do not 
blame the folks. They just cannot understand it, but I hope that this 
committee can arrive at some understanding that will be helpful to 
them. 

Thank you, Mr. Chairman. 

Senator McFartanp. Thank you very kindly. These telegrams 
will be incorporated in the record at this point. 

(The telegrams referred to are as follows :) 

Prescort, Artz., April 18, 1951. 
Senator CARL HAYDEN, 
United States Senate, Washington, D. C.: 

Understand legislation has been introduced to clear tht way for delivery of gas 
to northern Arizona communities and I consider such action a step in the right 
direction. However, believe it highly beneficial to the interest of the people here 
that the gas be immediately released pending passage of legislation and settle- 
ment of legal differences concerning easements. Please use every means avail- 
able to you to impress upon Department of the Interior the urgency of this 
matter. 

CHARLES C. ELRop. 


Prescott, Ariz., April 13, 1951. 
Senator Cart HAYDEN, 
United States Senate, Washington, D. C.: 

Prescott awaits immediate arrival of natural gas and very concerned over 
controversy between Interior Department and El Paso Natural Gas Co. Urge 
your earnest assistance to have Government agree to immediate use of natural 
gas by northern Arizona communities and let dispute be ironed out afterward 
without prejudice to all Arizonans who want natural gas service. 

' Jor L. ALLEN, 
Mayor, City of Prescott. 


FLAGSTAFF, Ariz., April 11, 1951. 
Hon. Cart HAayYbdEN, 


United States Senate, Washington, D. C.: 


Understand legislation is being introduced to clarify the gas situation in north- 
ern Arizona. Arizona State College has fully equipped its new power plant for 
natural gas and is now prepared to receive gas but are compelled to improvise 
oil burner pending arrival of natural gas at almost prohibitive price. Is it 
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necessary to wait the outcome of legislation which is likely to consume much 
time? Can not you prevail upon the Secretary of Interior that gas be turned 
into the systems here without prejudice to their legal rights? It is imperative 
that we have gas immediately and anything you can do will be greatly 
appreciated. 
Lacy EAasTBURN, 
President, Arizona State College. 


FLAGSTAFF, ARIz., March 6, 1951. 
Hon. CARL HAYDEN, 
United States Senate, Washington, D. C.: 


The natural gas distribution systems in the towns of northern Arizona are 
just now being completed. The big gas line being laid by the El Paso Natural 
Gas Co. from northwestern New Mexico to California has already been completed 
from the gas fields past Holbrook, Winslow, Flagstaff, Williams, and Seligman, 
Purging of the completed portions of the big line and filling the same with natural 
gas will be accomplished by the last of this week. This means that natural gas 
will be available at the edge of Flagstaff and other cities in the immediate 
future. As Flagstaff and these other northern Arizona cities have no natural- 
gas service and badly need this fuel all of us in northern Arizona have been 
anticipating its arrival. We now find that even though natural gas will be at 
the city limits we are not to be permitted to use the same until the Department 
of Interior has authorized El Paso Natural to transport gas through its pipeline. 
People of northern Arizona are tremendously upset over this situation. Even 
though gas is available for some 35,000 northern Arizona citizens El] Paso Natural 
Gas Co. said that it cannot open the gas valves at the edge of the cities and 
allow this gas to flow into the distribution system for our use. I am sure I 
express the sentiments of this whole area to the effect that we should not be 
denied the right to receive immediately the benefits of natural gas fuel. Many 
homes and business establishments have installed equipment for natural gas 
and have limited fuel supply by reason of anticipation of early gas service. 
The people of northern Arizon urge you to contact the Department of Interior 
and expedite this matter. We consider this matter of tremendous importance 
and reiterate that we see no reason why we should be denied the use of natural 
gas when it is actually available at the edge of our communities, ready for 
delivery, and the distribution system in the cities of northern Arizona are 
complete and ready to bring this needed fuel to our businesses and householders, 
I have gone over the details of this matter with the El Paso Natural Gas Co. 
They advise that an agreement was reached February 13, 1951, between their 
attorneys and Chief Counsel Wasserman and Solicitor Edelstein of the Depart- 
ment of Interior but that clearance from the Department is still pending. Due 
to the importance of this problem I felt sure that you would want it called to your 
attention. It is urgent and I will phone you Thursday. 

C. B. WILson. 


Senator McFarianp. At this point there will be incorporated in 
the record a copy of the report of the Federal Power Commission on 
S. 1346, dated May 2, 1951, and copy of section 185, title 30, United 
States Code, Mineral Lands and Mining, in order that we may have 
them before us. 

(The document referred to are as follows :) 


FEDERAL POWER COMMISSION REPORT ON S. 1346 (S2p Conc., 18T Sess.) 


A BILL To place jurisdiction of natural-gas pipelines constructed in part or in whole 
across public lands, including the forest reserves of the United States, in the Federal 
Power Commission 


The bill proposes that section 28 of the Mineral Leasing Act, as amended (30 
U. 8. C. 185), be amended so as to provide that “all jurisdiction over natural-gas 
pipelines in respect to obligations as a common carrier in interstate commerce” 
pursuant to section 28 of that act be vested in the Federal Power Commission. 

From a reading of the bill it cannot be ascertained definitely just what duties 
and functions would be transferred from the Secretary of the Interior to the 
Federal Power Commission. 
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A reading of the title of the bill denotes that possibly full and complete juris- 
diction over “natural-gas pipelines constructed in part or in whole across public 
lands” are to be transferred to the Federal Power Commission. However, the 
text of the bill indicates that only certain aspects of jurisdiction over pipelines 
are to be transferred to the Commission, i. e., “in respect to obligations as a 
common carrier.” 

The bill provides that only the “common-carrier obligations” would be admin- 
istered in accordance with the provisions of the Natural Gas Act. The Commis- 
sion is of the view that insofar as the transportation by common-carrier pipe- 
line comes within the provisions of the Natural Gas Act such companies are 
“natural-gas companies” under the act and subject to Commission regulation. 

Under the Mineral Leasing Act, however, pipelines crossing public lands are 
obligated to “accept, convey, transport, or purchase without discrimina- 
tion * * * natural gas produced from Government land * * * in such 
proportionate amounts as the Secretary of the Interior may * * * determine 
to be reasonable.” Are these matters, which appear to be concomitants of the 
common-carrier obligation, to be left to determination by the Secretary of the 
Interior under the bill? 

The Federal Power Commission recommends that the present unsatisfactory 
situation be clarified by legislation clearly defining the jurisdiction which the 
Secretary of the Interior and the Federal Power Commission, respectively, are 
to exercise over pipelines constructed over public lands. 

Section 28 of the Mineral Leasing Act authorizes the granting by the Secretary 
of the Interior of rights-of-way for pipeline purposes over public lands: 

“* * * upon the express condition that such pipelines shall be constructed, 
operated, and maintained as common carriers and shall accept, convey, transport, 
or purchase without discrimination, oil, or natural gas produced from Govern- 
ment lands in the vicinity of the pipeline in such proportionate amounts as the 
Secretary of the Interior may, after a full hearing with due notice thereof to the 
interested parties and a proper finding of facts, determine to be reason- 
able: * * *.” [Emphasis supplied.] 

The above-quoted portion of section 28 would appear to constitute “the obli- 
gations as a common carrier,” jurisdiction over which is proposed to be trans- 
ferred to the Federal Power Commission. 

When this section was originally enacted in 1920 it did not contain that por- 
tion of the above quotation which is emphasized. ‘Those words were added when 
the act was amended in 1935 for the purpose of correcting a specific situation 
which was found to have arisen. The necessity for the amendment is clearly 
set out in a letter from the Secretary of the Interior which is included in Senate 
Report No. 1158, Seventy-fuurth Congress, which accompanied the bill finally 
enacting the 1935 amendment. The pertinent part of that letter reads: 

“Section 28 of the original act provides that pipelines crossing Government 
lands must be operated as common carriers, and the proposed amendment would 
expand this provision to require that withdrawals of oil and/or natural gas 
produced from wells on Government or private lands be made in such proportion- 
ate amounts as are determined to be fair and equitable. The necessity for such 
a provision has been apparent for some time. In several cases gas lands of the 
United States have been subjected to drainage because pipeline companies or 
others in control of a field have failed or refused to transport or purchase gas 
produced from wells on public lands while at the same time they are transport- 
ing and/or purchasing gas from wells on adjoining private lands.” 

Since the emphasis of the Mineral Leasing Act was placed upon the leasing of 
Government lands, the legislative history of the rights-of-way section is less 
complete, but it is apparent from the above-quoted letter that the amendment 
was to further insure that the oil and gas from public lands would be transported 
or purchased by the grantee pipelines and also to prevent drainage of oil and 
gas from Government lands by producers owning wells on adjoining private 
lands. It should be added that all of this legislation was enacted prior to the 
establishment of Federal regulation of interstate gas pipelines by the Federal 
Power Commission pursuant to the Natural Gas Act. 

The enactment of S. 1346 in its present form would not strengthen the Gov- 
ernment’s position with respect to drainage by private interests. It would 
merely transfer from the Department of the Interior to the Federal Power Com- 
mission the administration of certain aspects of the Mineral Leasing Act. 

While the proposed amendment is not entirely clear as to the extent of jurisdic- 
tion that would be transferred to the Federal Power Commission, it appears 
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that permits would continue to be issued by the Secretary of the Interior upon 
the express condition that the pipelines be operated as common carriers, and 
that the determination of the proportionate amounts of natural gas to be pur- 
chased or transported by the pipeline might be transferred to the Commission. 

The latter would result in a situation even more confusing than that presently 
existing. The agency charged with the regulation of interstate utilities for the 
primary purpose of protecting the interests of the consuming public would take 
over the additional duty of protecting the proprietary interest of the United States 
in its gas resources on public lands. This would, in effect, charge the Commis- 
sion with the duty of prorating the supply of gas produced on public lands, a 
function clearly to be performed by the Department whose principal purpose is to 
administer matters relating to such lands and which is traditionally charged 
with the protection of resources located thereon. 

Further complication might arise because of the limitations imposed by section 
7 (a) of the Natural Gas Act where it is expressly provided that the Commission 
shall have “no authority to compel the enlargement of transportation facilities 

* * when to do so would impair its ability to render adequate service to 
its customers.” It is obvious that a strictly enforced common-carrier obliga- 
tion superimposed on a pipeline company’s obligations under the Natural Gas 
Act might create an almost insoluble problem of administration, because the 
demands for transportation that would be made by shippers from public lands 
would undoubtedly conflict with the requirements of the pipeline company to 
file the demands of its own customers. 

The above considerations compel the conclusion that the enactment of S. 1346 
would not fully meet the problem that now exists. 

In the conduct of their businesses natural-gas companies, in some instances, 
produce gas from reserves which they themselves own, and purchase the balance 
of their market requirements from other producers. In some instances they 
rely solely upon the gas purchased from producers to supply their market 
demands. In most cases, the natural gas is sold to the pipeline company prior 
to its transportation in interstate commerce. 

Normally, these interstate lines are operated at a high load factor with little 
excess capacity. When granting certificates of public convenience and necessity 
for the construction of these lines the Commission disallows any excess of 
capacity which is not reasonably required by the pipeline company’s markets on 
the ground that either the proposed line would not be economically feasible or 
that the ultimate consumers would be compelled thereby to bear an item of 
cost for the construction of facilities which are not necessary to render service 
to them. 

Some of the systems now voluntarily transport natural gas under contract for 
particular users, either in fixed quantities or on an interruptible basis. Such 
arrangements give rise to no operating problems, nor do they jeojardize the 
service rendered to utility customers because system-wide operation is planned 
in the light of those contracts. 

It is difficult, on the other hand, to see how service to the general public could 
be maintained on a satisfactory basis if the pipelines were required, in addition, 
to accept and transport any and all gas offered for delivery along their lines 
under a strictly enforced common-carrier obligation. Such companies would 
find themselves in the position of having to divide their available capacity or 
construct additional capacity to meet common-carrier demands. 

The present statutory provision—which created few difficulties before the 
passage of the Natural Gas Act and before the pipelines reached their present 
degree of utilization and importance in the national economy—are intended, 
as stated above, to afford market outlets for gas produced from Government lands, 
thus enhancing the value of mineral rights and leases on them. 

Recent experiences of the Commission in connection with cases that have 
arisen during the past few years indicate that some clarification of the existing 
law would be in the public interest—not so much to revise the underlying 
principle, but to simplify the administration of the existing requirements 

From the foregoing it appears clear that unlimited common-carrier obliga- 
tions, whether under the jurisdiction of the Department or the Commission, are 
inconsistent with and in many respects conflict with the obligations of naturgl- 
gas companies to serve the public generally. 

The Commission is of the opinion that the philosophy and purposes of the 
Mineral Leasing Act can be more truly achieved if the common-carrier obliga- 
tion were in some degree minimized. A retention of jurisdiction in the Depart- 
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ment of the Interior to condition permits on a common-purchaser obligation, 
with further authority to prorate the “take” not only from wells on Govern- 
ment lands but also those drawing from the same reservoir on adjoining 
private lands, would balance any liberalization of the common-carrier obligation 
and forestall any sacrifice of the Government’s proprietary interest. 

It is therefore recommended that 8S. 1346 be not enacted unless the following 
changes are made so as to provide: 

1. That the jurisdiction over the determination of quantities of natural gas 
to be purchased by the grantee of a pipeline permit be retained by the Secretary 
of the Interior. 

2. That the Secretary of the Interior administer the common-purchaser provi- 
sions of the statute with authority to ratably apportion purchases from among 
wells located on public lands and those on adjacent private lands drawing on 
the same reservoir. 

3. That jurisdiction over all aspects of the common-carrier obligation be vested 
in the Federal Power Commission, to be administered pursuant to the provisions 
of the Natural Gas Act. 

4. That producers proposing to use the interstate pipeline facilities for the 
common-carriage transportation and sale of natural gas clearly be required to 
obtain certificates of public convenience and necessity from the Federal Power 
Commission for such operations. 

Respectfully submitted. 

FEDERAL PoWER COMMISSION, 
By THomAs C. BUCHANAN, Acting Chairman. 


TITLE 30, UNITED STATES CODE—MINERAL LANDS AND MINING 


See. 185. Rights-of-way for pipelines 


Rights-of-way through the public lands, including the forest reserves of the 
United States, may be granted by the Secretary of the Interior for pipeline pur- 
poses for the transportation of oil or natural gas to any applicant possessing the 
qualifications provided in section 181 of this title, to the extent of the ground 
occupied by the said pipeline and 25 feet on each side of the same under such 
regulations and conditions as to survey, location, application, and use as may be 
prescribed by the Secretary of the Interior and upon the express condition that 
such pipelines shall be constructed, operated, and maintained as common car- 
riers and shall accept, convey, transport, or purchase without discrimination, 
oil or natural gas produced from Government lands in the vicinity of the pipeline 
in such proportionate amounts as the Secretary of the Interior may, after a full 
hearing with due notice thereof to the interested parties and a proper finding 
of facts, determine to be reasonable: Provided, That the Government shall in 
express terms reserve and shall provide in every lease of oil lands under sections 
181-194, 201, 202-208, 211-214, 223-229, 241, 251, and 261-268 of this title that the 
lessee, assignee, or beneficiary, if owner, or operator or owner of a controlling 
interest in any pipeline or of any company operating the same which may be 
operated accessible to the oil derived from lands under such lease, shall at 
reasonable rates and without discrimination accept and convey the oil of the 
Government or of any citizen or company not the owner of any pipeline, operating 
a lease or purchasing gas or oil under the provisions of said sections: Provided 
further, That no right-of-way shall hereafter be granted over said lands for the 
transportation of oil or natural gas except under and subject to the provisions, 
limitations, and conditions of this section. Failure to comply with the provisions 
of this section or the regulations and conditions prescribed by the Secretary of 
the Interior shall be ground for forfeiture of the grant by the United States dis- 
trict court for the district in which the property, or some part thereof, is located 
in an appropriate proceeding (Feb. 25, 1920, ch. 85, sec. 28, 41 Stat. 449: Aug. 21, 
1935, ch. 599, sec. 1, 49 Stat. 678). 


Senator McFartanp. Mr. Buchanan, would you like to be the first 
witness ? 

Mr. Bucnanan. Just at your pleasure, Senator. 

Senator McFarianp. Well, I know you are busy. We are seeking 
enlightenment here, if you have some information for us. 














8 NATURAL GAS PIPELINES 


STATEMENT OF THOMAS C. BUCHANAN, VICE CHAIRMAN, FEDERAL 
POWER COMMISSION, ACCOMPANIED BY BRADFORD ROSS, GEN- 
ERAL COUNSEL, FEDERAL POWER COMMISSION 


Mr. Bucuanan. Mr. Chairman, my name is Thomas C. Buchanan. 
I am Vice Chairman of the Federal Power Commission and Acting 
Chairman in the absence of Chairman Wallgren, who is unavoidably 
absent from Washington today. I am appearing in behalf of the 
Commission and speaking for the Commission. We have filed a re- 
port in response to the request of Senator Johnson of Colorado, and 
that report is available here. 

Senator McFar.anp. I might say to you, Mr. Buchanan, we greatly 
appreciate your preparation of this report and your willingness to 
come and appear on such short notice; and, if it was not such an 
emergency, Why, we would not ask you to do so. 

We had hoped that this controversy could be settled, but for future 
cases I do not want to ever see a thing like this happen again. I do 
not think it should ever happen, and I do not think the people of 
Arizona have been treated right, and I want to correct the law that 
brought it about. 

Mr. Bucuanan. Well, we think that the efforts of the authors of 
the bill are laudable. There are some corrections to be made in the 
present law, and we are supporting, in effect, the objectives of the 
bill, but suggesting some modifications, which appear in the report 
which has been filed with the committee. 

Senator McFartanp. If I had studied it as carefully as I did after- 
ward, I would probably have introduced the version that was drafted 
by your office, instead of this one. It was suggested that ours was 
—— but I guess it wastoosimple. You may proceed. 

Mr. Bucuanan. The bill “aaa amend section 28 of the Mineral 
Leasing Act to transfer to the Federal Power Commission, from the 
Secretary of the Interior, jurisdiction over natural-gas pipelines in 
respect to obligations as a common carrier in interstate commerce. 
It provides specifically that such obligations are to be enforced under 
the provisions of the Natural Gas Act, as amended. 

Section 28 contains numerous provisions which apparently are not 
embraced in the words “obligations as a common carrier.” The sec- 
tion originally provided, as enacted in 1920, that rights-of-way through 
Government lands are granted “upon the express condition that such 
pipelines shall be constructed, operated, and maintained as com- 
mon carriers.” Thereafter, in 1935, there was added this language: 
* * * and shall accept, convey, transport, or purchase without discrimination, 
oil or natural gas produced from Government lands in the vicinity of the pipe- 
line in such proportionate amounts as the Secretary of the Interior may, after 
a full hearing with due notice thereof to the interested parties and a proper 
finding of facts, determine to be reasonable. * * * 

The 1935 language was added for the purpose of correcting a 
specific situation that had arisen which was explained in a letter from 
the Secretary which is quoted in the Commission’s report on this bill. 

The added language permits the Secretary, in the exercise of his 
responsibility for protection of resources on Government lands, to 
determine the proportionate amounts of natural gas produced from 
Government lands to be transported or purchased by the common- 
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carrier pipeline company. This involves proration of supply, and 
when read in conjunction with the common-carrier provision may be 
interpreted as including authority extending to lands adjacent to 
Government lands. 

It is assumed, although the bill is not explicit, that the intent is to 
leave issuance of permits, proration, and such matters relating to Gov- 
ernment lands under the jurisdiction of the Secretary, and to transfer 
to the Federal Power Commission jurisdiction over the general com- 
mon-carrier business of the pipeline. In other words, the common- 
carrier obligations created in the original act would be subject to Com- 
mission jurisdiction, while such matters as come within the remaining 
language of the section would remain under the Secretary. 

Senator McFartanp. Mr. Buchanan, personally I do not see why 
the Federal Government should be in any different position than any 
other landowner as far as the use of these pipelines is concerned. The 
other people have to grant rights-of-way, and if they are to become 
carriers for the Federal Government they ought to become carriers for 
the other people; don’t you think ¢ 

Mr. Bucnanan. Well, yes; that is what this, in effect, does. 

Senator McFarianp. You think this amendment that you have just 
described has that effect ¢ 

Mr. Bucnanan. Oh,no. It does not go to make the pipeline a gen- 
eral common carrier. No, that is not the objective of this statement. 

Senator McFartanp. But you do not think that the owner of Fed- 
eral land should have any different status than the owner of land right 
adjacent to it, who has to give a right-of-way across his land / 

Mr. Bucnanan. The original Mineral Leasing Act was passed by 
Congress on the basis that it would protect the Government lands from 
pirating from adjacent land, stealing the oil and the gas underneath 
the Government lands, which may not have a market. That was the 
original purpose, I think. 

Senator McFartanp. Well, you go ahead with your prepared state- 
ment and we will talk about it later. That is all right. 

Mr. Bucuanan. If this is the purpose, it is the Commission’s view 
that specific language should be used to make clear each agency’s 
jurisdiction. The language added in 1935 encompasses the convey- 
ance and transportation of natural gas, which is also inherent in the 
common-carrier obligation. 

The requirement that pipelines operate as common carriers can- 
not be considered separately from the provisions of the Natural Gas 
Act. Pipeline companies transporting natural gas in interstate com- 
merce are subject to the certificate provisions of section 7 of the Nat- 
ural Gas Act. Sales of natural gas in interstate commerce for resale, 
whether by a common-carrier shipper or by the transportation com- 
pany are subject to the rate and certificate provisions of the act. Per- 
sons making such sales or engaged in such transportation are “natural- 
gas companies” subject to regulation under the provisions of the 
Natural Gas Act, which was enacted subsequent to the provisions in 
section 28 of the Mineral Leasing Act. Thus, any sale by a common- 
carrier shipper or transportation by the common carrier subject to the 
Commission’s jurisdiction requires a certificate of public convenience 
and necessity and must comply with the standards set up by the act 
before they may be made. ; 
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In a proceeding upon the certificate application, the Commission 
requires an applicant to present “substantial evidence” upon which 
the Commission can make findings with respect to the following 
matters: 

(1) Whether the applicant possesses a supply of natural gas ade- 
quate to meet those demands which it is reasonable to assume would 
be made upon it. 

(2) Whether there exists in the territory proposed to be served 
customers who could reasonably be expected to use the gas service. 

(3) Whether the facilities proposed to be constructed would be 
adequate to meet the estimated demands for gas in the area proposed 
to be served. 

(4) Whether the applicant possesses adequate financial resources 
with which to construct the facilities proposed. 

(5) Whether the cost of the facilities proposed is adequate and rea- 
sonable. 

(6) Whether the rates proposed to be charged are reasonable. 

It is the Commission’s view that many of these requirements with 
respect to the showing necessary by a natural-gas company to obtain 
a certificate of “public convenience and necessity” should clearly be 
applicable to shippers desiring to obtain “common carriage” of gas 
from a pipeline company. . 

It appears that the authors of the bill recognized that common- 
carrier obligations are subject to such determinations of public con- 
venience and necessity and conditions as the Commission may deem 
reasonable in exercising its jurisdiction under the Natural Gas Act, 
since the bill provides that the Federal Power Commission enforce 
the common-carrier obligations “under the provisions of the Natural 
Gas Act.” 

It is the Commission’s understanding that the proposed transfer 
of jurisdiction over common-carrier obligations of natural-gas pipe- 
lines is for the purpose of placing in one agency all regulation of pipe- 
line transportation and sales for resale in interstate commerce, in order 
that the common-carrier obligations and obligations under the Nat- 
ural Gas Act may be completely harmonized. 

The Commission is in accord with this purpose provided the bill 
is clarified to make certain that all functions of the Secretary rela- 
tive to production of natural gas on Government and adjacent land 
will remain with him, and provided the Commission’s authority is 
clear and specific. 

Any legislation on this subject should make certain that the regu- 
lation of pipelines as to their common-carrier obligations is limited 
to the extent that regulation under the Natural Gas Act, particularly 
the certificate provisions, is applicable. This is necessary to permit 
the Commission to protect the consumers served by the pipeline, and 
prevent any impairment of service to such consumers which might 
result from a pipeline’s endeavor to assume conflicting obligations as 
a common carrier. Also, the shipper should not be permitted to 
serve the pipeline’s own customers without Commission authority. 

If the bill as now written permits the Secretary of Interior to re- 
quire a pipeline company, as a condition to issuance of a permit, to 
transport or purchase any gas offered by a shipper, potential conflict 
exists, because most pipelines have little or no capacity to assume ad- 
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ditional loads without impairment of their service which has been 
authorized and certificated by the Commission. As I have pointed 
out, a pipeline company must show an adequate supply of natural 
gas to serve its customers before it may construct its line and render 
the service proposed. Its capacity is limited to that found by the 
Commission to be reasonably required for such service. U nder sec- 
tion 7 (a) of the Natural Gas Act, its authority to order additional 
service is very limited. However, the obligation of a common car- 
rier is to render such service as is required by the shipping public. 
In enforcing a pipeline’s common-carrier obligations, has the Com- 
mission authority to require the installation of such facilities as are 
necessary to handle the common-carrier load, or is it limited in that 
regard by section 7 (a)? This question should be clarified. 

A problem i is envisaged even where the pipeline has sufficient ex- 
cess capacity to handle the common-carrier load without impairing 
its present or reasonably foreseeable service to existing customers. 
In all cases the shipper should be required to apply for a certificate 
of public convenience and necessity to make its sale in interstate com- 
merce, and the common carrier should also apply for authority to 
transport the gas. If the common carrier does not apply for such 
authority, the “Commission should be specifically authorized to re- 
quire it to render such service. The present authority in section 7 
(a) of the Natural Gas Act is limited to requiring the pipeline to— 
establish physical connection of its transportation facilities with the facilities 
of, and sell natural gas to, any person or municipality engaged or legally au- 
thorized to engage in the local distribution of natural or artificial gas to the 
public * *. %, 

This authority should be broadened to make clear that the Com- 
mission has authority to require the pipeline to make physical con- 
nection with a shipper who has received a certificate from the Com- 
mission and accept the gas to be transported, and further to require 
a connection with the customer of the shipper adjacent to the pipe- 
line, and delivery to such customer. 

In applying the requirements of “public convenience and neces- 
sity” to common-carrier service the Commission should have suflicient 
discretion to determine, where the situation warrants, that the pipe- 
line has satisfied its common-carrier obligation if it offers to purchase 
the shippers’ gas at a reasonable price. In many instances this would 
provide a market for an independent producer's gas—which was an 
object of the 1920 provision of the Mineral Leasing Act—and permit 
the pipeline to render service to all customers in the area which it 
is prepared to serve. This is consistent with the provision of section 
7 (f) which permits the Commission to determine a pipeline’s serv- 
ice area, 

As I have said, the Commission endorses the spirit of the bill but not 
the precise language, Senator McFarland. 

Senator McFartanp. Have you a suggested copy ? 

Mr. Bucwanan. I do not have, but we have with us today our chief 
counsel and some of the staff, who are prepared to submit an en- 
largement of your bill, Senator, provided they get a little bit of 
reasonable time to do so. 

Senator McFartanp. I had a copy here, but I had understood, that 
is, my office understood from your office, that you had some changes 
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to make. I was going to have it mimeographed and distributed. I 
wonder if your counsel would look at it. I think we should have it 
copied so that the other witnesses could see it. 

Mr. Bucuanan. That bill, Senator McFarland, is not consistent 
w ith this report. 

Senator McFartanp. You mean the bill that was drafted? 

Mr. Bucuanan. Yes. 

Senator McFarvanp. I understand it was not prepared by your 
counsel as the last word, either. I think I gave you about 24 hours. 
it was hurriedly prepared. 

Well, what we are interested in is getting the best bill possible. 

Mr. Bucnanan. If you will return to the report, Senator, on page 
4 we set forth some specific recommendations for inclusion in a bill. 

Senator McFarianp. Well, the report has been made a part of the 
record. Mr. Buchanan, we may have some more questions to ask you 
Jater. I appreciate your coming here. 

Mr. Bucuanan, Very well, sir. 

Senator McFarianp. Mr. Kayser, will you have a seat and proceed ? 


STATEMENT OF PAUL KAYSER, PRESIDENT, EL PASO NATURAL 
GAS CO., HOUSTON, TEX. 


Mr. Kayser. My name is Paul Kayser. I am president of the El 
Paso Natural Gas Co., and have held such position since the company 
was formed in 1928. There is submitted herewith a copy of the 1950 
annual report of the company, and in the back of that report is a 
map of the system’s lines, and it is submitted in order to make clear 
just what the physical situation on the ground is. That map shows 
the main transmission lines as well as the field lines. 

At the top of the map is a line in broken red that is commonly 
known as our San Juan line, and that is the line that is the basis of 
this controversy. It is a 24-inch line leading from a point right at 
the Colorado-New Mexico border across the northwestern portion 
of New Mexico and the northern portion of Arizona, to connect with 
the Pacific Gas & Electric Co. at a little place called Topock, just below 
Needles on the Colorado River. The main lines is some 450 miles in 
length and the branch lines run into various amounts, up to some- 
thing in excess of 100 miles. The main transmission line is a 24-inch 
line. 

On July 14, 1950, the Federal Power Commission issued the com- 
pany 2 certificate of convenience and necessity for the construction 
of this line. I might say that that was after practically 2 years of 
hearings dealing with gas supply principally, and whether or not 
there was sufficient amount under contract and whether the contracts 
were firm, and so forth. 

Finally, all of those questions were resolved and the Commission 
granted the certificate. Part of this right-of-way passes over public 
lands. 

The pipeline is designed to serve the towns in northern Arizona— 
Flagstaff, Winslow, Prescott, Williams, and Holbrook—with about 
17 million maximum cubic feet of gas a day, and to serve to the Pacific 
Gas & Electric Co. at the Colorado River 150 million cubic feet of gas 
a day to be distributed by this company in San Francisco and the bay 
area 
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In August 1950, prior to the beginning of construction, the com- 
pany through its attorneys entered into or worked out a stipulation 
to be filed in connection with this application under the Mineral Leas- 
ing Act for right-of-way over public lands. The pertinent provision 
of the Mineral Leasing Act is copied in this statement, and it is not 
necessary to read it here, but the stipulation required was the one 
with respect to the company becoming a common carrier of gas. 

After working out this stipulation, the Department of the Interior 
wrote the company a letter dated August 18, 1950, and I will read part 
of that letter because it is pertinent, to show just exactly where the 
controversy arose. It is addressed to our attorney, Mr. Grambling: 

This is in reply to your letter of August 17 in connection with the common- 
carrier stipulation required by my decision of July 21 under the right-of-way ap- 
plication of the El Paso Natural Gas Co., bearing the above serial number. 

You advise me in your letter that the company will file the common-carrier 
stipulation as modified, in conversations between yourself and the chief counsel 
of thus Bureau, which reads as follows: 

“The applicant agrees to operate the pipeline as a common carrier in accord- 
ance with the provisions of the Mineral Leasing Act, and, within 30 days after 
the request of the Secretary of the Interior, to file rate schedule and tariff 
for the transportation of gas as such common carrier with any regulatory agency 
having jurisdiction over such transportation, as the Secretary may prescribe.” 

It goes on and states: , 

This stipulation is in compliance with the requirements of that decision. 
When this stipulation is filed in this case and in Phoenix 083253, Phoenix 
086067, and Las Cruces 064867, it will constitute compliance with that part of 
the decision of July 21 calling for the filing of such a stipulation. This form 
of stipulation will also be satisfactory as compliance with the common-carrier 
stipulation requirement in connection with the applications which the El Paso 
Natural Gas Co. proposes to file for the San Juan Basin pipeline which will 
cross public domain and natural forest lands. 

We filed a stipulation with the Federal Power Commission in ac- 
cordance with this letter, and we had not at that time done more than 
preliminary work in construction, and we immediately proceeded 
rapidly with construction and expended on the basis of that stipula- 
tion and that filing some $40 million. The total project cost is in the 
range of $45 million. 

The Department promptly granted those applications that were on 
file and granted certain other applications that were filed in accord- 
ance with that stipulation. The Forest Service likewise required the 
same stipulation and rights-of-way over the forest reserves which were 
granted promptly upon our filing that stipulation. 

We filed with the Federal Power Commission a tariff and rate 
schedule, in accordance with this agreement. I am perfectly frank 
to say that, as stated by Mr. Buchanan, there are certain inherent 
conflicts between an attempt to carry out a blanket common-carrier 
operation and operations under the Natural Gas Act, and we filed 
our tariff so as to raise those questions so that in any controversy over 
the tariff, any complaint filed against the tariff, any proceeding before 
the Federal Power Commission to determine the extent of the tariff 
and the reasonableness of the rates and the reasonableness of the pro- 
visions and conditions in the tariff, those questions would be raised 
and could be decided by the Federal Power Commission in such 
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In no other way could we get them raised, because if we filed a 
tariff without raising those questions, then that tariff is a blanket offer 
to the public, and a person would have the right to come in and demand 
that we live up tothat agreement. . 

If that agreement were in conflict with the Natural Gas Act or in 
conflict with our obligations under the Natural Gas Act, we would 
be in difficulty as having offered to contract to carry in a manner not 
authorized by law. So we attempted to raise all the questions in that 
tariff. 

Now, when the Department of the Interior looked at the tariff, 

frankly, they did not like it because it did leave to the Federal Power 
C ommission the jurisdiction to determine to what extent and how far 
you could perform a common-carrier obligation under the Natural 
Gas Act, and that is the thing that gave rise to this letter which I now 
want to read to you. We were getting ready to deliver gas about 
March 15 to these little towns, and we filed the tariff. After the 
Assistant Secretary, Mr. Doty, saw the tariff, he wrote us this letter: 

We have received the copy of the El Paso Natural Gas Co.’s rate, schedule 
T-—1, issued on October 19, 1950, and filed by the company with the Federal Power 
Commission for the purpose of complying with the stipulation filed by the com- 
pany with the Department of the Interior on August 23, 1950. 

The rate schedule does not meet the requirements of either section 28 of the 
Mineral Leasing Act or the stipulation since the availability of the rate schedule 
is conditioned upon the company’s having first refused to purchase the gas— 
that being one of the points Mr. Buchanan raised as being a proper 
pomnt— 
and is limited to gas produced on Government lands. 

There again the language of the statute is certainly subject to that 
construction, and that point should have been raised in our tariff so 
as to have it determined by the Federal Power Commission. 

Section 28 contains two separate and distinct requirements. First, that the 
pipeline be operated as a common ¢arrier and, second, that it transport, convey, 
or purchase, without discrimination, gas produced on nearby Government lands 
in such amounts as the Secretary shall duly allocate. 

The action taken by the Department and the stipulation required have been 
based solely on the common carrier requirement. Both the condition and the 
limitation contained in the schedule are inconsistent with the obligation of the 
company to operate the pipeline as a common carrier, and both must be elimi- 


nated before the rate schedule can be regarded as satisfactory by this Department. 
This does not mean that the rate schedule is acceptable in every other respect— 


indicating that there would be further questions about the rate 
schedule. 


The technical phases of the schedule filed with the Federal Power Commission 
are matters primarily for the consideration of the Federal Power Commission. 
Consequently, we are not passing on them at this time. 

We are writing you at this time because we understand that the company is 
anxious to start gas through the northern portion of its lines, covered by New 
Mexico 0161 and Phoenix 086067 in the near future. Until the company complies 
with its agreement to file a rate schedule as a common carrier, without the 
condition and limitation on availablility contained in the October 19 schedule, 
transportation of gas through the line will be regarded as a breach of a condition 
of the right-of-way. The various offices of the Bureau of Land Management have 
been instructed to take no action toward the issuance of rights-of-way or advance 
permits to the El Paso Natural Gas Co. until the company demonstrates that it 
will comply with the stipulation in good faith. 
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Now, the point to that is this: That the Department said to us that 
“if you transport gas through that line, until you have filed a stipula- 
tion and a tariff satisfactory to us, it will be a breach of your right-of- 
way,” and that means that our title is raised in question, and if the 
Secretary should be right we have spent $40,000,000 for nothing, and 
we could not under any circumstance afford to transport any gas 
through that line as long as this letter was outstanding. 

That was an extremely serious thing, obviously, because there was 
the title to $40,000,000 of property. You say yes, but it was not all 
built on Government lands, but a pipeline is like a bridge. If you take 
out one span, there isn’t any value to it. You cannot get over it. 

So we were facing the loss of title, in effect, to $40,000 000 worth of 
property besides the obligations which we had taken to deliver gas to 
California and the obligations to buy the necessary amount, | 167,- 
000,000 feet of gas a day, from the producers in the area. 

Immediately I got in touch through my counsel, Mr. Grambling, 
and otherwise, and ar ranged a counc i] between myself and Mr. Doty, 
together with Mr. Grambling as my counsel, and Mr. Wasserman and 
Mr. Eddlestein as counsel for the Department. We had what I 
thought was a satisfactory conference and it jooked like the matters of 
prine ciple between us could easily be ironed out. 

We conceded that we would let the point go as to whether the 
common carriage was to apply to gas other than Government-produced 
gas produced from Government lands, and likewise the other point 
that it would not be conditioned upon our willingness to purchase the 
gas, the point nevertheless made by Mr. Buchanan as being a proper 
condition, but in order to get the matter settled we agreed upon that. 

We agreed upon other changes in the tariff, drew up a stipulation 
that was satisfactory to our counsel and Department’s counsel at that 
time, and I left town thinking the matter entirely settled, having 
signed the agreement myself. After I got away and got back to El 
Paso, we had wires, and so forth, that the Department did not approve 
of the stipulation and that a further stipulation would have to be 
signed. 

hat drew on, then, with wires being exchanged back and forth 
as we approached February, the middle of February, and March ap- 
proaching, we knowing that we would be ready to turn this gas on in 
these little towns on March 15, and unless we get this statement here 
that to put the gas through the line would be a breach of the condition 
of the right-of-way grant, we could not do it without jeopardizing 
our title. 

Senator McFarianp. Suppose the Federal Power Commission 
ordered you to? 

Mr. Kayser. Well, I do not believe that the Federal Power Com- 
missionghas any power to do it. 

Senator McFarianp. That is what I want to know. 

Mr. Kayser. And here was the thing. 
that. I cannot help it. 

The Federal Power Commission will not hand me a check for $40,- 
000,000 when they order me to put it through, and if the Secretary of 
the Interior breaks that line, that $40,000,000 is gone. 

Here is something I want you to be clear on, and the committee 
and the Congress, that it is utterly impossible economic ally to trans- 


Here is my position about 
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port this gas this distance down for just those little towns. They could 
only be served by reason of its being a 24-inch line carrying the large 
quantity of 167,000,000 cubic feet total, 150,000,000 of which goes to 
the Colorado River for delivery to ( lifornia, so that it is not an 
answer to say, “Oh, well, you have got your line down through these 
places, go ahead and serve them.” 

It would not even pay operating charges, let alone pay interest on 
the investment, so we were facing a practical problem of the entire 
question of right-of-way over public lands. We then received a tele- 
gram from the Department in this language, addressed to Mr. Gram- 
bling, our attorney: 

Permission is hereby granted to El Paso Natural Gas Co. to deliver gas through 
the San Juan pipeline to city gate stations of Arizona ceaaneanan” This per- 


mission is not to be construed as authority to construct the portion of line 
covered by application Arizona 0449— 

that is the portion down next to the Colorado River— 

or by any other applications for this or any other pipeline for which rights-of- 
way or permission to construct have not been granted. This permission is sub- 
ject to the condition that the El] Paso Natural Gas Co. will promptly sign a re- 
vised common-carrier stipulation to be proposed by Secretary of the Interior, 
and should the company refuse to sign such stipulation, it will discontinue the 
use of the pipeline covered by this permission. This permission is revocable by 
the Secretary of the Interior for any breach of the conditions hereof or for 
any breach of the obligations of the El Paso Natural Gas Co. under section 28 
of the Mineral Leasing Act. 

That, it is perfectly obvious, would be signing a blank check. My 
reply I will not read, as it will be part of the record. We simply said 

ve cannot be required to sign something that we have never seen. 

Then we exchanged conversations back and forth on the phone, and 
telegrams, and so forth, but on March 22 we received the following 
letter from Assistant Secretary Doty, addressed to Mr. Grambling 
again: 

There is enclosed a copy of the common-carrier stipulation for natural gas 
pipelines crossing the public lands, which has been adopted by this Department 
after consultation with the Federal Power Commission, which approved the 
stipulation. 

Now, that last language, “which approved the stipulation,” is not 
quite accurate because actually there is no order by the Commission 
approving it, nor is there anything more than the fact that it was 
submitted to their counsel and to three members of the Commission 
who said they did not have any objection to doing it, but would want 
to take another look at the matter later, which, of course. has been 
done and their full position explained by Mr. Buchanan, and that is 
not important at this time. 

It will be necessary for the E! Paso Natural Gas Co. to sign and file this 
stipulation in connection with each of its pending applications before any 
further permits or rights-of-way can be granted. Also, a rate schedule in con- 
formity with section (b) of the stipulation should be submitted with the Seere- 
tary of the Interior-within 30 days from the receipt of this letter. No favorable 
action will be taken on any of the company’s applications until a satisfactory 
rate schedule is submitted. 


Now, the point that is so clear there is that here is the perfectly 
obvious effort and apparent determination on the part of the Secre- 
tary of the Interior, the Department of the Interior, to regulate the 

transportation of natural gas by a pipeline under the common-carrier 
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provisions of the Mineral Leasing Act, to regulate not only the 
schedules but the rates and everything else. 

Upon the signing and filing of the stipulation, as required, however, the com- 
pany may deliver gas through the San Juan pipeline to the city gate stations 
of Arizona communities. This permission is not to be construed as authority to 
construct the portion of line covered by application Arizona 0449 or by any 
other application for this or any other pipeline for which rights-of-way or 
permissions to construct have not been granted. 

That, of course, obviously put upon us the same condition; that is, 
we had to sign this stipulation, and I will just read the stipulation 
for the record because it shows, of course, the full force of the regula- 
tion of the transport ‘-on by the Secretary of the Interior. 

Rather than to rea: the entire stipulation, if I may I will just 
summarize it because there are just two points in it. In the first place, 
we were required under this stipulation to file the rates with the 
Secretary of the Interior. 

The Secretary of the Interior said that the initial rate should be 
the present rates, less the cost of gas or the present transportation 
rate. He did not give any method by which that would be deter- 
mined, That simply stated flatly, that that was the way we should 
do it. 

The stipulation also required that that, schedule had to be satisfac- 
tory to the Secretary, and that all conditions of the tr: ansporti ition of 
natural gas as a common carrier had to be satisfactor y tothe Secretary. 

In addition, it provided that it case a shipper made application 
for common carriage, then the company was under obligation to file 
an application with the Federal Power Commission to enlarge its 
facilities necessary to take on that gas; that the shipper would furnish 

to the Federal Power Commission the necessar y evidence in respect to 
gas reserves, market, and so forth, and that if the Commission found 
that the project was economically feasible, then the company now 
agreed in the future, whenever it was faced with it, to construct the 
necessary facilities. 

Under that, the company is signing a blank check amounting to 
anywhere from $5,000 to $100,000 000, ‘and that is not an exaggeration 
bec ause the cost of transporting 200,000,000, 100,000,000, 300,000,000 
feet of gas runs into those figures. 

Senator McFartanp. Mr. Kayser, you built two lines across Ari- 
zona before, did you not? 

Mr. Kayser. Yes, sir. 

Senator MacFartanp. Were you required to sign that kind of 
stipulation ? 

Mr. Kayser. We signed a stipulation there exactly in the lan- 
guage of the Mineral Leasing Act and nothing else. 

Senator McFartanp. Do you know of any other instance where 
the Interior Department has required that such a stipulation be 
signed ? 

Mr. Kayser. This is the first place where a stipulation as compre- 
hensive as this stipulation has been required. In the Montana-Dakota 
case, there was some stipulation, and I am not familiar with what it 
was, but there was some requirement of a stipulation. I do not know 
what that one was, but this is the first time that this character of 
stipulation was required, 
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The thing that hurt us is that before we started construction, before 
we were committed to this $45 million, we agreed upon a stipulation 
which did what we think is all that could be required and all that 
was necessary to implement the common-carrier provision in accord- 
ance with the obligations of the Natural Gas Act, that is, we agreed 
to file a tariff with the Federal Power Commission. 

Now, that immediately set into operation the power of the Federal 
Power Commission to do ev erything in respect to rates, conditions of 
service and common carriage under the Mineral Le: asing Act and the 
Natural Gas Act, and that was what we considered, that is what we 
gave the most careful consideration to. 

We were willing to do that because that was in accordance with 
the law, the Natural Gas Act, and if the Commission had the 
pres to order us, or whatever power the Commission had under the 
Natural Gas Act, of course we would comply with it, but to have to 
do it by stipulation was an entirely different proposition. 

Now, the thing that is so clear to us, the difference, is this: The 
regulation that 1s proposed by the Department is regulation by stip- 
ulation. 

The regulation that we propose in this bill, and that we think is the 
law now as far as that is concerned, is regulation by the Federal Power 
Commission, which is regulation by the law, by the agency set up 
with the machinery, the background, and the staff to properly enforce 
that regulation, and so that a person when their money is in their 
pocket can read what the obligations are, and you say “All right, I 
am willing to invest my money and take my chances on per forming 
those oblig: ations.” 

Under the method of stipulation you never know what it is you 
may be required to do. A perfect illustration of that is this. 

We signed the first stipulation. We were then asked to sign a 
blank check. We were then asked to sign this long stipulation which 
ishere. Subsequently we have worked out other stipulations. 

Now, the question is, if we sign this and go ahead, what assurance 
have we that another stipulation at a later time w ill not be offered that 
says, “We think it has to be tightened up this way.” We haven't any, 
and we have no appeal because you sign it and agree to it, and that is 
all there is to it. 

That is the position of the company, and we simply have not been in 
a position to put our title in jeopardy. 

Senator McFartanp. Understand, I am willing to agree with you 
that you should not be regulated by stipulation. You should be reg- 
ulated by law rather thé an by stipulation. 

I do not want to let you get out from under anything, but I just 
want to get you over in an agency that we have set up to regulate you. 

Mr. Kayser. Senator, we have felt exactly the same way about it. 
We are a regulated company, and we expect to be regulated. We 
would like to have something to say about the extent of the regula- 
tion, the reasonableness of it, whether or not it will attract capital. 

Senator McFartanp. I want to make it plain I am not trying to get 
you out from under regulation. 

Mr. Kayser. I understood that all the time, Senator, and I have 
charted my course in accordance with that because it is perfectly 
apparent that the company is in a difficult position and that it needs 
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to get relief out from under this situation, and it is the kind of thing 
that can only be destructive of the administration of the Natural Gas 
Act, as it has been administered to date. 

I would like to make clear two other points before I close, without 
reading exactly my statement. In the first place, on March 15 we 
had gas ready to turn on to Williams, Flagstaff, and one other little 
town. 

Senator McFarianp. I guess that is the date the telegrams began 
to come in. 

Mr. Kayser. Yes, sir. Since that time all of the towns that you 
see on the map here to which we have branch lines have been rejected. 
We have the gas lines ready tor delivery at the city gate. We are 
suffering in the 1 range of $700 a day loss of gross. That is a compar- 
atively small matter. The actual inconvenience to the community 
and to the public is the thing where the real loss is occurring. 

Mr. Wilson is here from Flagstaff and is ready to tell in detail of 
that situation. 

The Southern Union Gas Co, has completed its distribution systems 
for the delivery of gas to the houses. Everything is ready for the 
change-over. In many instances and, in fact, most instances the 
necessary appliances have been purchased and are ready for installa- 
tion the minute that the gas can be turned on so that they can be 
installed. That runs into a lot of money to the public and a very great 
deal of inconvenience. 

We are put in the position where we cannot comply with the contract 
that we made with Southern Union. That, of course, is detrimental 
to the company and subjects it to the possibility of damages. 

In addition to that—that is the northern Arizona situation—we are 
coming right up on the situation where the delivery of the 150,000,000 
cubic feet of gas to California, the thing that makes that line possible, 
is going to be delayed. That schedule now, if we can get loose from 
this situation within the next 30 days, can be carried out so that gas 
will be ready for delivery in October, or certainly by the first of Novem- 
ber, the beginning of their he: ating season of 1951 and 1952. 

Senator McFarnanp. The heating season starts early in Flagstaff, 
you know. 

Mr. Kayser. It does; you bet it does. It will start long before that. 

Senator McFarianp. They have a teachers’ college up ; there. 

Mr. Kayser. Well, if we get loose here, or anywhere, we can start 
delivery there in 10 days or 15 days after we are turned loose. 

In other words, we can start immediately practically for all of 
northern Arizona, but if we are not turned loose here fairly soon, we 
are going to be delayed in the delivery of the 150 million to California, 
and some million customers attached to the Pacific Gas & Electric line 
are going to be curtailed when peak days begin to come up in Novem- 
ber, December, and January, of that season. 

Senator McFar.anp. Are any of these customers to be defense 
plants, Mr. Kayser? 

Mr. Kayser. Yes, sir. There are defense activities in northern 
Arizona which will be affected, and in California there is one defense 
plant after another that will be affected by the loss, the curtailment 
that will necessarily occur. That is the situation that needs to be 
perfectly clear. 
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Mr. Moulton will make it clear, but I would like to say this, which is 
the thing that is so clear to me. A barrel of oil is the equivalent of 
6,000 cubic feet of gas B. t. u.-wise, and anywise, nearly, that you want 
to use it for fuel, so that the delivery of every 6,000 cubic feet of gas to 
the Pacifict coast is the equivalent of the delivery of a barrel of oil. 

Now, there is no place under the national defense set-up that is any 
more critical in respect to a barrel of oil than the Pacific coast at the 
present time. It is true that the Atlantic coast may get to be critical 
likewise, because the war may spread to Europe, but as long as it is 
confined to the Orient, certainly the critical spot for oil is the coast, 
and every single 6, 000 cubic feet of gas that is delivered there is the 
equivalent of a barrel of oil. 

One hundred and fifty million feet of gas is the equivalent of approx- 
imately 25,000 barrels of oil, and that is the daily delivery of this pipe- 
line. 

Senator McFaruanp. And that is the thing that is short in Cali- 
forina: oil. 

Mr. Kayser. That is the thing that is critical in the sense that if the 
war gets bigger and bigger, then it will be short and it may even be 
necessary to ) build up an oil pipeline to the coast in order to supply the 
demands. 

That is inherent in our present defense situation, and it does not 
make any difference whether the actual gas you deliver is delivered to 
the householder or to the little industries or to the big industries. If 
you do not have that fuel there, you have got to use it some other way. 

You have got to have it out of oil because coal is not feasible for 
California, so that you have got to deprive the ships or deprive someone 
of that gas. 

I want to say just this in general in closing. We think that Mr. 
Buchanan’s recommendations are correct in principle, and the Federal 
Power Commission correct in principle. We disagree only in one re- 
spect, and that is that when it comes to agreeing that the Commis- 
sion can tell us to build 50 million or 100 million of enlargements for 
the line or for any purpose, we do not think that that is fair nor do we 
— that is practical, because when you have an indeterminate obli- 

gation such as that outstanding, it will have effect upon the getting 
of capital into the industry. 

The present Natural Gas Act provides that the Commission can- 
not order the enlargement of the total system. It can order connec- 
tions, it can order improvement of service, and so forth, but it cannot 
enlarge the system . 

Now, it is all right with us to give to the Commission the necessary 
power to force connections under the common-carrier provisions of 
the act, but it certainly should not be amended to extend the provi- 
sion which says that we cannot now be required to enlarge our facili- 
ties, our main pipeline—we think that should be left intact as it is. 

So far as the regulation is concerned, we are sure that you amas 
have an effective consistent policy of the regulation of the natural ga 
industry except by having all of that regulation centered in one Gev- 
ernment agency, and we are asking that that be done in particular 
exactly as this bill asks for it, and with the additions that have been 
suggested. 
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Certainly, the shipper who proposes to use a portion of a certificated 
line should likewise be required to get a certificate for the use that 
he proposes to make of it. 

To leave him free to run in and pick off certain preferential and 
certain profitable business, and force us to build the line in order that 
he can do it, force us to get a certificate of convenience and necessity, 
but leaving him free not to get a certificate is wholly unjust and will 
disrupt and destroy the system that has been built up both by the 
Federal Power Commission and the States, and we ask that that be 
done in that manner. 

Also, I would like to say this: that when the bill is amended 
should have a provision that likewise vests in the appropriate State 
commissions the jurisdiction to regulate the intrastate transportation 
of natural gas, just as this bill is doing to place in the Federal Power 
Commission the jurisdiction over the regulation of the interstate car- 
riage of natural gas under the common-carrier provision. 

In that manner you will have vested Federal regulation in the 
Federal Power Commission—one agency, and intrastate State regula- 
tion in one agencvy—the appropriate State commission. 

In no other way can you avoid the confusion and conflict and diffi- 
culty that has arisen out of this case. 

We cert: ainty apprec iate the opportunity to appear before you, 
and ask you to enact this bill as amended in accordance with the 
suggestions, 

Senator McFartanp. Thank you, Mr. Kayser. 

(The prepared statement submitted by Mr. K: ayser reads in full as 


iano 


STATEMENT OF PAUL KAYSER, PRESIDENT Ex. PASO NATURAL Gas Co. 


My name is Paul Kayser. I am president of the El Paso Natural Gas Co., and 
have held such position since the company was formed in 1928. There is sub- 
mitted herewith a copy of the 1950 annual report of the company to its stock- 
holders, in the rear of which is a map of the company’s system showing both the 
field lines and the main transmission lines. At the top of the map is shown a 
red broken line, commonly called the San Juan line—a 24-inch line originating 
at a point near the Colorado-New Mexico boundary and running in a general 
southwesterly direction approximately 450 miles across the northwestern part 
of New Mexico and the northern part of Arizona, to a point on the Colorado River, 
the boundary between California and Arizona, where it joins the line of the 
Pacific Gas & Electric Co. leading to San Francisco and the bay area 

A certificate of public convenience and necessity was granted by the Federal 
Power Commission on July 14, 1950, for the construction of this line fer the 
purpose of serving the towns of Gallup, N. Mex., Flagstaff, Winslow, Holbieork, 
Prescott, and other towns in northern Arizona, with approximately a maximumn 
of 17,000,000 cubic feet of gas per day, and for the delivery of approximately 
150,000,000 cubie feet of gas per day to the Pacifie Gas & Electric Co. at the Cali 
fornia border for the service of San Francisco and the bay area 

The total cost of the project is approximately $45,000,000, 

Part of the right-of-way for this line passes over Government lands. The per 
tinent portion of the Mineral Leasing Act under which right-of-way is granted 
by the Department of the Interior as as follows: 


MINERAL LEASING ACT 
(Title 30, see. 185, U. S. C. annotated) 

Section 185. Rights-of-way for pipe lines 
Rights-of-way through the public lands, including the forest reserves of the 
United States, may be granted by the Secretary of the Interior for pipeline pur- 
poses for the transportation of oil or natural gas to any applicant possessing the 
qualifications provided in section 181 of this title, to the extent of the ground 
83472— 
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or 


occupied by the said pipeline and 25 feet on each side of the same under such 
regulations and conditions as to survey, location, application, and use as may 
be prescribed by the Secretary of the Interior and upon the express condition 
that such pipelines shall be constructed, operated, and maintained as common 
carriers and shall accept, convey, transport, or purchase, without discrimination, 
oil or natural gas produced from Government lands in the vicinity of the pipe- 
line in such proportionate amounts as the Secretary of the Interior may, after 
a full hearing with due notice thereof to the interested parties and a proper 
finding of facts, determine to be reasonable: Provided, That the Government 
shall in express terms reserve and shall provide in every lease of oil lands 
under sections 181-194, 201, 202-208, 211-214, 223-229, 241, 251, and 261-2638 of 
this title that the lessee, assignee, or beneficiary, if owner, or Operator or owner 
of a controlling interest in any pipeline or of any company operating the same 
which may be operated accessible to the oil derived from lands under such 
lease, shall at reasonable rates and without discrimination accept and convey 
the oil of the Government or of any citizen or company not the owner of any 
pipeline, operating a lease or purchasing gas or oil under the provisions of sec- 
tions 181-194, 201, 202-208, 211-214, 223-229, 241, 251, and 261-268 of this title: 
Provided further, That no right-of-way shall hereafter be granted over said 
lands for the transportation of oil or natural gas except under and subject to 
the provisions, limitations, and conditions of this section. Failure to comply 
with the provisiens of this section or the regulations and conditions prescribed 
by the Secretaryf the Interior shall be ground for forfeiture of the grant by 
the United States district court for the district in which the property, or some 
part thereof, is located in an appropriate proceeding (February 25, 1920, c. 85, 
sec. 28, 41 Stat. 449; August 21, 1935, c. 599, sec. 1, 49 Stat. 678). 

On August 18, 1950, before construction of the line was commenced, attorneys 
for the company and attorneys for the Department of the Interior agreed upon 
a stipulation under the Mineral Leasing Act, and the Department wrote the com- 
pany on that date as follows: 

Aveust 18, 1950. 
ALLEN R. GRAMBLING, Esq., 
Basset Tower, El Paso, Tez. 

My Dear Mr. GRAMBLING: This is in reply to your letter of August 17 in con- 
nection with the common-carrier situation required by my decision of July 21 
under the right-of-way application of the El Paso Natural Gas Co., bearing the 
above serial number. 

You advise me in your letter that the company will file the common-carrier 
stipulation as modified in conversations between yourself and the Chief Coun- 
sel of this Bureau which reads as follows: 

“The applicant agrees to operate the pipeline as a common Carrier in ac- 
cordance with the provisions of the Mineral Leasing Act, and, within 30 days 
after the request of the Secretary of the Interior, to file rate schedule and tariff 
for the transportation of gas as such common carrier with any regulatory agency 
having jurisdiction over such transportation, as the Secretary may prescribe.” 

This stipulation is in compliance with the requirements of that decision. When 
this stipulation is filed in this case and in Phoenix 083253, Phoenix 086067, and 
Las Cruces 064867, it will constitute compliance with that part of the decision 
of July 21 calling for the filing of such a stipulation. This form of stipulation 
will also be satisfactory as compliance with the common-carrier stipulation re- 
quirement in connect on with the applications which the El Paso Natural Gas 
Co. proposes to file for the San Juan Basin pipeline which will cross public 
domain and natural forest lands. 

You request that the time for the filing of the tariff and rate schedule pre- 
scribed in the decision of July 21 in these four cases be extended for a period 
of 60 days from the date the stipulation is filed in each of these cases, or prior 
to the time gas is first transported through the lines, whichever is later. You 
also request this extension of time in connection with the proposed San Juan 

sasin pipeline application. 

In accordance with your request the extension is hereby granted and action 
will be taken by the offices authorized to issue such rights-of-way in accordance 
with this letter. 

Sincerely yours, 
MAriIon Crawson, Director. 


Richts-of-way were promptly granted by the Department on applications con- 
taining such stipulation and construction proceeded, and to date approximately 
$40 million has been expended on said project and the pipeline has been com- 
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pleted except for a few miles of branch lines and approximately 32 miles of 
pipeline near the Colorado River. The branch lines to serve the towns in north- 
ern Arizona are completed and gas has been ready for service to such towns 
since approximately March 15 of this year. 

The company filed a tariff with the Federal Power Commission in compliance 
with the stipulation above mentioned. On January 26, 1951, the company re- 
ceived the following letter from Mr. Dale Doty, Assistant to the Secretary of 
Interior, as follows: 

JANUARY 26, 1951. 

My Dear Mr. GRAMBLING: We have received the copy of the El Paso Natural 
Gas Co.'s rate schedule T—1 issued on October 19, 1950, and filed by the company 
with the Federal Power Commission for the purpose of complying with the 
stipulation filed by the company with the Department of the Interior on August 
23, 1950. 

The rate schedule does not meet the requirements of either section 28 of the 
Mineral Leasing Act (30 U. S. C. 1946 ed., see. 185) or the stipulation since the 
availability of the rate schedule is conditioned upon the company’s having first 
refused to purchase the gas and is limited to gas produced on Government lands. 
Section 28 contains two separate and distinct requirements. First that the 
pipeline be operated as a common earrier, and second that it transport, convey, 
or purchase, without discrimination, gas produced on nearby Government lands 
in such amounts as the Secretary shall duly allocate. 

The action taken by the Department and the stipulation required have been 
based solely on the common-carrier requirement. Both the condition and the 
limitation contained in the schedule are inconsistent with the obligation of the 
company to operate the pipeline as a common carrier, and both must be elimi 
nated before the rate schedule can be regarded as satisfactory by this De 
partment. 

This does not mean that the rate schedule is acceptable in every other respect. 
The technical phases of the schedule filed with the Federal Power Commission 
are matters primarily for the consideration of the Federal Power Commission 
Consequently, we are not passing on them at this time. 

We are writing you at this time because we understand that the company is 
anxious to start gas through the northern portion of its lines, covered by New 
Mexico 0161 and Phoenix OS6067 in the near future. Until the company com- 
plies with its agreement to file a rate schedule as a common carrier, without the 
condition and limitation on availability contained in the October 19 schedule, 
transportation of gas through the line will be regarded as a breach of a condi- 
tion of the right-of-way. 

The various offices of the Bureau of Land Management have been instructed 
to take no action toward the issuance of rights-of-way or advance permits to the 
El Paso Natural Gas Co. until the company demonstrates that it will comply 
with the stipulation in good faith. 

Sincerely yours, 
Date E. Dory, 
Assistant Secretary of the Interior. 


Immediately upon receipt of this letter, I arranged for a conference in 
Washington between Mr. Doty and Mr. Wasserman and Mr. Eddlestein on behalf 
of the Department, and myself and Mr. Grambling on behalf of the company. 
AS a result of this conference, the attorneys for the company and the Department 
agreed upon certain amendments to the tariff, correcting the two points made by 
Mr. Doty’s letter of January 26 and certain other features that were considered 
objectionable by the attorneys. The stipulation, however, was never approved 
by the Department. However, the company filed with the Federal Power Com- 
mission an amendment to the tariff incorporating the changes suggested in 
these conferences. 

As the time for turning on the gas in the cities in northern Arizona on March 15 
approached, we wired the Department for permission to turn on the gas, and 
received the following wire from the Assistant Secretary : 

WasHInotTon, D. C., March 12, 1951. 
ALLEN P. GRAMBLING, 
El Paso Natural Gas Co.: 

Permission is hereby granted to El Paso Natural Gas Co. to deliver gas 
through the San Juan pipeline to city gate stations of Arizona communities. 
This permission is not to be construed as authority to construct the portion of 
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line covered by application Arizona 0449 or by any other applications for this 
or any other pipeline for which rights-of-way or permissions to construct have 
not been granted. This permission is subject to the condition that the El Paso 
Natural Gas Co. will promptly sign a revised common-carrier stipulation to be 
proposed by Secretary of the Interior, and should the company refuse to sign 
stipulation, it will discontinue the use of the pipeline covered by this permission. 
This permission is revocable by the Secretary of the Interior for any breach of 
the conditions hereof or for any breach of the obligations of the El Paso Natural 
Gas Co. under section 28 of the Mineral Leasing Act. 
DALE E. Dory, 
Assistant Secretary of the Interior. 


To which he replied as follows: 


Hon. Date E. Dory, 
Assistant Secretary of the Interior, 
Interior Building, Washington, D. C.: 


Marc# 14, 1951. 

Your wire twelfth. Am sure you agree with me El Paso Natural Gas Co. could 
not obligate itself to sign common-cearrier stipulation to be proposed by Secretary 
of Interior without knowing provisions of such stipulation. I made special 
trip to Washington to obtain this information from you and your legal staff 
and have been endeavoring for 4 weeks to ascertain your requirements without 
success. Company has filed with Federal Power Commission common-carrier 
tariff which was accepted by it and made effective December 15. Proceeding now 
pending before Federal Power Commission to determine if provisions in filed 
tariff are reasonable. That is the forum fixed by law to determine requirements 
of tariffs applicable to natural gas pipeline companies. Am sure you agree 
would be most unfair to Arizona consumers to turn gas on with resulting 
purchases of natural gas appliances and change-overs required with a possibility 
of having gas discontinued at direction of Secretary of Interior. As I have 
advised you and your legal staff El Paso Natural Gas Co. will sign promptly 
any common-carrier stipulation required under Mineral Leasing Act as amended 
and/or Natural Gas Act. We respectfully but earnestly urge that we be au- 
thorized to furnish the people of northern Arizona with much-needed natural 
gas now available and let the tariff provisions be determined by Federal Power 
Commission, the forum fixed by law to pass upon such matters. 

ALLEN R. GRAMBLING, 
Attorney, El Paso Natural Gas Co. 


On March 22 we received the following letter from Assistant Secretary Doty: 


MaArcH 22, 1951. 

My Dear Mr. GRaMsBiine: There is enclosed a copy of the common-carrier 
stipulation for natural gas pipelines crossing the public lands which has been 
adopted by this Department after consultation with the Federal Power Com- 
mission, which approved the stipulation. 

It will be necessary for the El Paso Natural Gas Co. to sign and file this stip- 
ulation in connection with each of its pending applications before any further 
permits or rights-of-way can be granted. Also, a rate schedule in conformity 
with section (b) of the stipulation should be submitted with the Secretary of 
the Interior within 30 days from the receipt of this letter. No favorable action 
will be taken on any of the company’s applications until a satisfactory rate 
schedule is submitted. 

Upon the signing and filing of the stipulation as required, however, the com- 
pany may deliver gas through the San Juan pipeline to the city gate stations 
of Arizona communities. This permission is not to be construed as authority 
to construct the portion of line covered by application Arizona 0449 or by any 
other application for this or any other pipeline for which rights-of way or 
permission to construct have not been granted. 

Sincerely yours, 
DaLF E. Dory, 
Assistant Secretary of the Interior. 


COMMON-CARRIER STIPULATION 


(a) The applicant agrees that it will operate the pipeline as a common carrier 
in accordance with the provisions of the Mineral Leasing Act and pertinent regu- 
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lations heretofore or hereafter adopted thereunder and that, in accordance with 
this obligation, it will transport natural gas for others, whether such gas is 
produced from Government lands or not, at reasonable rates and subject only 
to such conditions as may be determined by the Secretary of the Interior, pur- 
suant to paragraph (b) of this stipulation, not to be inconsistent with this obli- 
gation. The applicant agrees to provide common-carrier transportation service 
requested, including firm service, under rate schedules or tariffs filed in accord- 
ance with paragraph (b) of this stipulation, wherein the rates and charges for 
common-carrier transportation shall ont exceed, at the time of initial filing of the 
schedules or tariffs with the regulatory agency having jurisdiction over such 
transportation, the component transportation cost element or charge in rates and 
charges for the sale of natural gas by applicant under filed tariffs involving 
transportation for substantially comparable service and distances via the same 
pipeline. When any request for the transportation of natural gas is made, the 
applicant agrees promptly, or within such time as may be fixed by the Secretary, 
to file with any regulatory agency having jurisdiction over such matter an 
application for issuance of authority to the applicant (1) to transport such gas, 
if an application for such authority is required by the law applicable to such 
agency or by the rules or regulations of such agency, and if necessary, (2) to 
increase the capacity of its pipeline sufliciently to enable the applicant to provide 
for the transportation of the natural gas proposed for shipment, provided that 
the prospective shipper shall join in any request for increasing the capacity of 
the pipeline and provided that the prospective shipper shall advise the applicant 
in writing that in any hearing upon such application it shall have the burden of 
showing an adequate gas supply, markets, and other relevant facts necessary to 
establish, consistent with applicable law, the economic feasibility of the facili- 
ties and investments required to provide necessary added capacity and to justify 
the issuance of authority for the construction of such facilities. If the increased 
eapacity is authorized, the applicant agrees to proceed diligently to provide the 
increased capacity for the common-carrier transportation as authorized. 

(b) The applicant further agrees, within 30 days from the date of a request 
by the Secretary of the Interior, to submit to the Secretary a rate schedule or 
tariff for the transportation of natural gas as a common carrier and, within 
15 days from the date when the applicant is notified by the Secretary that such 
schedule or tariff is not inconsistent with the applicant's obligation to trans- 
port gas as a common carrier, to file such rate schedule or tariff with any regula- 
tory agency having jurisdiction over such transportation, as the Secretary may 
prescribe. If the Secretary determines that the rate schedule or tariff or any 
part thereof is inconsistent with the applicant’s obligation to transport gas as 
a common carrier, the applicant shall, within 15 days after receipt of notice 
of such determination, submit to the Secretary a revised schedule or tariff 
which shall be consistent with its obligation to transport gas as a common car- 
rier. Such rate schedule or tariff shall include the agreement of the applicant 
set forth in paragraph (a) of this stipulation, to transport natural gas as a 
common carrier or to provide such additional capacity in its pipeline as may 
be needed for the transportation of natural gas whenever its capacity for com- 
mon-carrier transportation is inadequate. Any amendmont to, or revision of, 
a rate schedule or tariff shall be handled in accordance with the procedure pre- 
scribed in this paragraph. 

(c) None of the specific provisions of this stipulation shall be construed to 
limit in any way the obligation of the applicant to operate its pipeline as a 
common carrier in accordance with the provisions of the Mineral Leasing Act 
and pertinent regulations heretofore or hereafter adopted under that act or any 
other obligation imposed on the applicant by such act or regulations, and any 
violation of such obligation, including the specific obligations contained in this 
stipulation, shall be ground for the cancellation of the grant of the right-of-way, 
as provided in the Mineral Leasing Act. 

The most casual reading of this correspondence reveals that the actual con- 


troversy at issue arises from the fact that the Department of the Interior is en- 
deavoring to regulate the transportation of natural gas by a pipeline company 


as a common carrier by a stipulation in the right-of-way agreement, whereas 
the Congress has provided a comprehensive statute for the regulation of the 
transportation of natural gas in interstate commerce, namely, the Natural 
Gas Act, the enforcement of which is placed in the Federal Power Commission. 
The company’s position can be clearly stated as follows: 
Paragraph (b) of section 1 of the Natural Gas Act begins as follows: “The 
provisions of this Act shall apply to the transportation of natural gas in inter- 
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state commerce.” This act was passed June 21, 1988. The Mineral Leasing Act 
was first passed on February 25, 1920, and amended in 1935. The Natural Gas 
Act is a comprehensive act dealing with the subject of the transportation of 
natural gas in interstate commerce in carefully worded language, and sets up a 
thorough system for the regulation of the rates and practices of natural-gas 
companies engaged in the interestate transportation of gas, and likewise a thor- 
ough system for the issuance of certificates of “public convenience and necessity” 
for the construction of facilities for such transportation. The act requires the 
filing of all tariffs covering interstate transportation of natural gas with the 
Federal Power Commission, and gives to the Federal Power Commission com- 
plete and full power to regulate the rates, practices, terms, and conditions of 
transportation. 

After the company files its tariff with the Federal Power Commission, the 
Commission, after. hearing, has the power to rewrite every provision of the 
tariff and fix such rates, terms, provisions, and conditions as it deems just and 
proper, reasonable and nondiscriminatory. This is properly regulation by law, 
and we believe that this is the proper interpretation of the meaning of the 
Mineral Leasing Act as modified by the Natural Gas Act. 

The Department of Interior, however, takes the position that it has the power 
and, therefore, the duty under the Mineral Leasing Act to enforce the common- 
carrier provisions of the Mineral Leasing Act by stipulation. This amounts to 
regulation by stipulation instead of regulation by law. 

The Natural Gas Act in section 7 prohibits the construction of additional 
facilities for the transportation of natural gas in interstate Commerce except 
upon the issuance of a certificate of public convenience and necessity by the 
Federal Power Commission. Obviously, a pipeline company cannot construct 
any facilities for the transportation of natural gas as a common carrier or other- 
wise without the issuance of authority by the Federal Power Commission. 

The Department of Interior, by the stipulation attached to the letter of 
March 22, sought to require the company to agree beforehand that it would 
apply for a certificate to build any facilities that might be required for carrying 
vas as a common carrier, but in addition provided that the company now agrees 
that if such certificate is granted it will build the facilities. This is a far greater 
obligation than any obligation set forth in the Natural Gas Act and, in fact, is 
contrary to the following provision of paragraph (a) of section 7 of the Natural 
Gas Act: “Provided, That the Commission shall not have authority to compel the 
enlargement of transportation facilities for such purpose, or to compel such 
natural-gas company to establish physical connection and sell natural gas when 
to do so would impair its ability to render adequate service to its customers.” 

The Deparment by a stipulation in the right-of-way grant seeks to force the 
company to accept its interpretation of the Mineral Leasing Act and through the 
two words in such act—‘common carrier’—to build a full system of regulation 
of common-carrier transportation of gas in accordance with their interpretation 
of these two words—this in the face of the fact that Congress has enacted the 
Natural Gas Act providing for the full and detailed regulation of the transporta- 
tion of natural gas. 

The company’s position has always been that it should not be required by 
stipulation to enlarge its obligations in respect to the transportation of natural 
gas placed upon it by the Natural Gas Act. It is impossible for the company 
to operate with its business regulated by two Government agencies. There is no 
practical way to avoid conflict. The only possible way that regulation can be 
effective and fair is for it to be in the hands of one agency so that a consistent 
policy can be formulated and enforced. Anything else leads to confusion and 
to the very difficult situation that has been created by the efforts of the Depart- 
ment of Interior to regulate the common-carrier transportation of natural gas 
by stipulation. 

It is for these reasons that we favor the present bill which places the juris- 
diction of whatever obligations the company may have to act as a common 
carrier under the Mineral Leasing Act in the Federal Power Commission, to be 
enforced under all of the provisions of the Natural Gas Act. We think, however, 
that there should be added to the pending bill another clause at the end, as 
follows: “And a person proposing to ship natural gas through a pipeline subject 
to said Mineral Leasing Act and constructed or to be constructed under a cer- 
tificate of public convenience and necessity from the Federal Power Commission 
shall first obtain a certificate of public convenience and necessity from the 
Commission before tendering such shipment.” 
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All of the business of a pipeline company engaged in interstate commerce in 
gas is covered by certificates from the Federal Power Commission. No part 
of the pipeline can be built without such certificate. Consequently, the only 
way that the purpose of certification of a pipeline can be made effective is to 
require that all persons using that pipeline for the shipment of gas shall like- 
wise have a certificate from the Federal Power Commission. In no other way 
can the certificate provision of the Natural Gas Act be effectively maintained. 
Without such a provision a producer of gas with no responsibility to the public 
can skim the cream of the industrial business of a distribution company and 
require the transportation of the gas by the pipeline company without the neces- 
sity of any investment except in his producing properties. 

This would necessarily throw an added burden on the domestic and commer- 
cial users of gas, because the distributing company will lose the revenue from the 
profitable industrial sales, and there is no source from which to make it up 
except from the domestic and commercial customers. This could be done not 
only by a producer but by anyone making a contract for the purchase of gas in the 
field and tendering it to the pipeline for ultimate shipment to an industrial user 
If the transportation and marketing of natural gas is to continue on a sound 
basis, and the regulation by the Federal Power Commission is to continue to 
be effectively administered in the public interest, it is necessary that whoever 
engages in the transportation and sale of natural gas, whether by means of the 
construction of pipelines themselves or through the transportation by common 
carriage in a pipeline, shall be required to obtain a certificate of convenience 
and necessity from the Federal Power Commission. If there is this unregu- 
lated gap in the jurisdiction of the Commission, it seems to me that ultimately 
the regulation must prove ineffective in the public interest. 

The El Paso Co. cannot, under the letter from the Department of the Interior 
quoted above, turn on the gas in the towns of Arizona nor complete the line for 
service to California until the question of jurisdiction of the regulation of the 
common-carrier obligation is settled. We signed one stipulation which was 
agreeable to the Department of the Interior, as shown by their letter of August 
18, and we have spent approximately $40,000,000 upon the faith of this agree 
ment. We are now required to sign another stipulation before we can use the 
pipeline. We have no assurance whatsoever that if we sign the stipulation which 
is required by the letter of March 22 that at a later date we would not be con- 
fronted with a further stipulation or with other rules and regulations by the 
Wepartment regulating the common-carrier transportation of gas. This is a 
clear indication of the impossibility of either sensible operation or sensible and 
effective regulation by stipulation. Neither our customers nor those who invest 
their money in the enterprise would ever know what their obligations were 
It can be accomplished in an orderly fashion only by regulation by law, and that 
is what we are asking the Congress to do. 

We wish to call to the committee's attention the fact that the Department's 
letter of January 26, and its letter of March 22 state that if the gas is turned on 
it will be a breach of our right-of-way grant and will give rise to the right of 
forfeiture. We have spent approxitiately $40,000,000 on the basis of having 
this right-of-way, and we can do nothing that draws that title in question. We 
must either sign any stipulation the Department now hands us or get a judi- 
cial determination that we do not have to sign such stipulation, or get you to 
make the law clear that jurisdiction to regulate this transportation lies exclu 
sively in the Federa! Power Commission. We cannot turn the gas on in the 
face of the statement by the Department that such action will subject our right- 
of-way to forfeiture. 

The company contracted with Southern Union Gas Co., the company holding 
a certificate from the Arizona Corporation Commission, for the service of these 
towns in northern Arizona that we would deliver gas to them for distribution as 
soon as we reached these towns with our pipeline and it had built the distribu- 
tion systems to serve its customers. By March 15 we were ready to serve Flag- 
staff, Winslow, and Williams, and Southern Union had completed the distribution 
systems in these towns. We could not turn on the gas because of the letter 
from the Department of January 26, quoted above. The other towns in northern 
Arizona are ready for gas service, and we have the gas ready at the city gate and 
service can be commenced as soon as this matter of jurisdiction is determined, but 
we cannot afford to serve so long as our title is in jeopardy. 

The company is losing approximately $700 per day in gross revenue from these 
towns. But the real loss is being suffered by the public, as will be shown to 
the committee by Mr. Wilson from Flagstaff, Ariz. 
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There are applications for right-of-way for 1614 miles for the main line near 
the Colorado River pending before the Department and held up until the new 
stipulation is signed by the company. If this right-of-way is not promptly 
granted, we will not be able to complete the line in time for the delivery of gas 
to San Francisco and the Bay area for the coming season of peak demand from 
October through April. We have contracted to deliver to the Pacific Gas & 
Electric Co. 150,000,000 cubic feet per day as soon as the line is finished 
and as soon as their peak winter season demands require. Unless this gas is made 
available by November 1, 1951, curtailment of customers will result. We will 
lose approximately $26,000 gross revenue per day, but here again the greater 
loss will be sustained by the public served by the Pacific Gas & Electric Co., and 
Mr. Moulton is here to explain to you his company’s position. 

Because of the impossible situation that has been created, the company has 
filed suit against the Department asking for equitable relief on the ground that 
the company proceeded with its construction program on the faith of the first 
stipulation set forth in the Department’s letter of August 18, above quoted, and 
likewise for a declaratory judgment setting forth the obligations of the company 
under the Mineral Leasing Act as modified by the Natural Gas Act. This suit 
will not correct the evil that exists in the conflict created by the Department of 
Interior’s assertion of jurisdiction over the common-carrier transportation of 
gas. It can only be corrected by the enactment of a clean-cut statute placing 
the jurisdiction over common-carrier obligations exclusively in the Federal 
Power Commission to be enforced under all of the provisions uf the Natural Gas 
Act, and by requiring those who take advantage of the common-carrier provision 
to obtain a certificate of public convenience and necessitv from the Federal 
Power Commission. This is the only way in which an effective policy vf the 
regulation of the transportation of natural gas in interstate commerce can be 
maintained in the public interest. 


Senator McFaruianp. I think, Mr. Wilson, we will hear from you 


next. I see we are not going to get through today; I had hoped we 
would finish. 


STATEMENT OF C. B. WILSON, REPRESENTING FLAGSTAFF, ARIZ., 
AND OTHER NORTHERN ARIZONA CITIES 


Mr. Witson. My name is C. B. Wilson. I am a resident of Flag- 
staff, Ariz., and I am representing the cities of Flagstaff, Winslow, 
and Williams in this hearing. 

In my 41 vears in Flagstaff I am sure there has been no event that 
has met with more enthusiastic approval than the coming of natural 
gas into our community. As you know, we have there lava rock, and 
it has been a problem that no company has ever undertaken until 
the Southern Union Gas Co. decided to build a distributing system 
in our city. We are confronted with a real situation in getting the 
use of that gas. 

It was my privilege to go to the gates at the city of Flagstaff and 
to see the natural gas registered on the meter or registered in the line, 
ready to come 1 ito F); agsta {ff o7 } the 17th of M: rch. Since that time 
we have waited patiently and hope fully to have the gas turned on. 

I have taken the trouble to look into the situation with reference 
to various institutions and organizations there to see just what it did 
mean to them. I found that the Babbitt Bros. Trading Co. there have 
orders and deliveries of gas equipment of a minimum of at least 
$40,000. They cannot install it. They have delivered in many in- 
stances and the vy cannot get their money until they are installed, and 
we can get the natural gas. 

At the Arizona State College they are up against a very serious 
situation there. They have purchased and have on the ground at 
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this time $4,500 of the change-over equipment from oil and coal to 
gas in the power plant, $6,800 of equipment for 130 apartments at the 
college. They are there, ready to be installed at any minute. 

They cannot install them until, of course, the gas is available. 
They are standing a loss of around $2,800 to $8,000 monthly in the 
cost of labor and fuel in the operation of the college. 

The Northern Arizona Gas Service is in the business of the in- 
stallation of the gas there. They have delivered for installation 
$5,200 worth of equipment, which, of course, cannot be connected up 
and used until it is available. They have orders of approximately 
$10,000 as soon as the gas is available. 

The Clark Homes, the Housing Authority of the City of Flagstaff, 
expecting gas some time ago, have on the ground at this time for 200 
units 600 pieces of equipment consisting of space heaters, gas r anges, 
and water heaters. They are now on the ground and paid for at the 
Clark Homes, ready for installation. Th Lat, by the Way, has cost 
$70,000. 

In addition to that, they are obligated to pay and have contracted 
to pay $49,695 for plumbing, piping, materials, and labor, to connect 
up the equipment and remove the old equipment in which oil was used. 
They are standing a loss, of course estimated, of $2,000 a month during 
the interim. 

The Flagstaff public-school system has a very serious situation. 1] 
might say in that connection that the Flagstaff public-school system 
serves a very large area. The country schools have been abandoned 
Jong years ago. 

They are carrying the students to the Flagstaff public schools by bus 
in many places for 30 miles, and including the Navajo Ordnance 
Depot about 12 miles out of Flagstaff. That, I am sure you know, 
is quite some institution, emplying around probably an estimated ten 
to twelve hundred men, and the ‘students from there are brought in 
to Flagstaff. 

Their problem today is a serious one. They opened bids on the 
night of April 30 to let bids for the change-over of the installation 
from coal and oil to gas for all of the public schools. They advised 
me that they were unable to let the contract but they were going ahead 
and allowing the bids to be submitted pursuant to their advertisement 
as of that date. 

They estimated that the cost of the change-over will be approxi- 
mately eighteen or twenty thousand dollars. The contract cannot be 
let, so their engineers advise, unless they can begin actual construc- 
tion by the end of the school year in order to have it completed by 
the beginning of the school year on the last of August or the first 
of September. 

They cannot do the work during the coming school year because 
they would have to close down the school for 2 or 3 months duri ing the 
period of installation. Our cold weather begins with the beginning 
of school at Flagstaff. 

T might say that when I left Flagstaff Monday morning we had 7 
inches of snow, and we would welcome gas on those occasions if we 
could get it. 

The school system must have absolute assurance that this gas will 
be available by June 1, or they must carry on for another year under 
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their present system, and they estimate that their loss, if they are 
compelled to carry on, will be at least, including labor and the addi- 
tional costs for the fuel, $10,000 per year, together with the disad- 
vantage of not having the gas to serve them. 

There are other equipment companies that have a considerable in- 
vestment. The Farmers Electric & Supply Co. have their investment 
to the extent of $2,500 that is useless to them. The Cheves Plumbing 
Co. of Flagstaff have appliances and pipe of $20,000 they are unable 
to move by reason of this delay. The Wilson & Coffin Co. have a very 
considerable investment also. 

Fred Langston, another plumbing man, has $15,000 in equipment 
and $10,000 in pipe and fitting, ready to be used at any time but unable 
to do so. The Jensen Gas & Appliance Co. have $7,000 tied up. In 
Williams, there are several companies in the same situation. 

The Montgomery Hardware has $9,000. In Holbrook the Schusters 
have $7,000 in appliances, Brinkerhoff $3,500, Jack Sanders $5,000. 

Winslow, the various companies, Burns Bros. have $8,000, Olds Bros. 
$5,000, Winslow Furniture Co. $2,000, H. L. Boyd Supply Co. $1,700, 
the Babbitt Store at Winslow $7,200, the Winslow Office Supply $500, 
and the Hysong Plumbing & Heating Co. $1,500, that are absolutely 
useless until they can get the gas, and they are looking forward to it 
with the same enthusiasm that we are in Flagstaff. 

I find that the Harvey Houses of W illiams, Winslow, and Seligman 
have all of their equipment in their house ready to change over from 
oil and coal to gas, and they, of course, must await the delivery of 
the gas before they can make their own change. 

If I may take my own case, which I think is a typical one in Flag- 
staff, I have heretofore used an Iron Fireman with coal that I get 
from the indian reservation. I had altogether electrical equipment 
except the old-fashioned coal range in the kitchen. I have an invest- 
ment today of $700 for the change- over of the furnace, the new oil 
equipment, and they are in my cellar waiting for the change-over. 

I find myself in the situation, my son and myself, where we must 
order within the next days another load of coal from the Indian reser- 

vation at a cost of $75, or we are without fuel during what in the next 
2 months will probably still mean pretty cold weather. It is necessary 
that we either get the gas or we have to get the coal. 

I have been out of coal personally for a matter of 3 weeks, and for- 
tunately my son has had some supply on hand and I have wheeled it 
across 150 feet with a wheelbarrow. 

Senator McFarianp. Pretty good exercise. 

Mr. Witson. Yes: it is good exercise. It helps to take off that curved 
front, but that is the situation, I think, that confronts many people 
in Flagstaff. 

I think my case is a typical one, and I know of many others who 
are hoping and praying for gas in order to avoid the necessity of get- 
ting additional supplies of coal or oil. 

Unless there is some question, that is about my story with reference 
to the situation at Flagstaff, Williams, and Winslow. 

Senator McFarianp. Well, thank you very kindly, Mr. Wilson. 

Someone asked me if I went to Flagstaff on my last trip, and I told 
him no, I did not know whether I could go up there with safety right 
now or not. I wanted to see this gas business straightened out. 
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Mr. Witson. Well, we hope you will be able to get in to see us. 

Senator McFarianp. Mr. Moulton, how long will it take you to 
finish your presentation ? 

Mr. Movuron. I think about 10 minutes, Senator. 

Senator McFarvanp. Well, fine; you come right around. 


STATEMENT OF JAMES S. MOULTON, VICE PRESIDENT AND EXECU- 


TIVE ENGINEER, PACIFIC GAS & ELECTRIC CO., SAN FRANCISCO, 
CALIF. 


Mr. Movtron. Mr. Chairman, my name is James S. Moulton, vice 
president and executive engineer of Pacific Gas & Electric Co., San 
Francisco, Calif. 

In anticipation of your invitation this morning that suggestions 
be presented as to the form of the bill to carry out the objective you 
stated, I would like to hand you a draft prepared by our attorney 
in consultation with the general counsel of the Southern California 
Gas Co., and respectfully ask that you have that copied in the record, 
as my remarks will be directed to this bill. 

Senator McFartanp. The reporter will do that. 

(The document referred to follows:) 


A BILL To place jurisdiction of natural gas pipelines constructed across public lands, 
including the forest reserves of the United States, in the Federal Power Commission 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That section 1 of the Natural Gas Act ap 
proved June 21, 1938, as amended, be amended by adding thereto paragraph (c) 
as follows: 

“All jurisdiction over natural-gas pipelines in respect to whatever obligations 
as a common carrier in interstate Commerce may exist under section 2S of the 
Mineral Leasing Act of February 25, 1920, as amended (title 30, section 185, 
United States Code Annotated), if any, is hereby vested exclusively in the 
Federal Power Commission to be enforced under the provisions of the Natural 
Gas Act, and a person proposing to ship natural gas through a pipeline subject 
to said Mineral Leasing Act and operated or to be operated under a certificate of 
public convenience and necessity from the Federal Power Commission shal! be- 
fore tendering such gas for shipment first obtain a certificate of public convenience 
and necessity from the Commission authorizing such shipment.” 

Mr. Moutron. I would also like to say that while this draft which 
I have offered has to do with interstate pipelines, I fully concur with 
the suggestion made by Mr. Kayser that as to intrastate pipelines, a 
similar jurisdiction to that here proposed should be vested in the 
appropriate State commission which is on the ground and knows, | 
think, better than anyone else the requirements of the local people, 
particularly the domestic and commercial customer, and what repre- 
sents the public interest. 

Phe Pacific Gas & Electric Co. is an operating utility engaged, prin- 
cipally, in the business of purchasing, transmitting, distributing, and 
selling natural gas for domestic, commercial, and industrial purposes 
and of generating, purchasing, distributing, and selling electric energy 
throughout a large part of northern and central California. My 
statement will be directed primarily to our gas operations in relation 
to the pending bill. 

During 1950, we sold nearly 173 billion eubic feet of natural gas for 
which we received over $69 million, At the end of the vear 


. we had 
connected to our gas lines 1,033,424 customers. 
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The natural gas needed to supply these customers and the com- 
pany’s own requirements is secured from a number of sources. Most 
of the California gas we purchase is produced in some 35 separate 
fields. In many of these, there are a number of producers. We also 
purchase gas from Southern California Gas Co. and Southern Coun- 
ties Gas Co. We are able to buy that gas because of the out-of-State 
gas those companies purchase to replace it. 

For many years, the natural gas available within California was 
sufficient to meet all requirements. This is no longer the case. We 
are now purchasing up to 250,000,000 cubic feet per day of out-of- 
State natural gas. This gas is produced entirely or almost entirely in 
the Permian Basin of west Texas and southeastern New Mexico. El 
Paso Natural Gas Co. delivers it to us at the California-Arizona border 
near Topock. 

We have a contract with El Paso to increase these deliveries to 
400,000,000 cubic feet per day not later than January 1, 1952. Both 
we and El] Paso hope these increased deliveries can commence before 
then. We also have an agreement with El Paso to purchase = addi- 
tional 100,000,000 cubic feet per day commencing November 1, 1952, 
increasing to 150,000,000 eubie feet per day a year later, romnhed El 
Paso can purchase the necessary gas and we both can obtain the 
required certificates and authorizations. The companies supplying 
southern California have a similar agreement to augment their present 
supply of 405,000,000 cubic feet per day from El] Paso. 

These facts should show that the California companies are en- 
deavoring to obtain all of the gas needed to supply their customers 
and that they do not have and will not have any unused capacity in 
their systems available to handle gas for others as a common carrier. 

As to the additional 150,000,000 cubic feet per day which we hope 
to get from El Paso starting this fall, the El] Paso Co, has a certificate 
from the Federal Power Commission to construct a line from the San 
Juan Basin in northwestern New Mexico. We have a certificate for 
and have under construction at a cost of about $14 million the facili- 
ties required to receive this gas and deliver it into our service area. 
We need this gas this coming winter for our domestic and commercial 
customers. These customers cannot turn to other fuels except at pro- 
hibitive expense, even assuming the necessary appliances were 
available. 

I think Mr. Wilson’s statement this morning regarding the invest- 
ments the different dealers in the State of Arizona have made to supply 
customers there who are expecting natural gas illustrates the magni- 
tude of the problem that would be created if any substantial part of 
our over 1,000,000 domestic customers had to give up gas because they 
are unable to get the increasing supplies which we need in order to 
serve them. If that should become necessary, the endeavor to supply 
them with new oil or electric appliances would divert manpower and 
materials from defense production. 

It is not necessary that this be done. The needed gas is in the San 
Juan Basin. The El Paso Co. has already installed most of the facili- 
ties required to carry it from the San Juan Basin to Topock. We 
already have received most of the compressors necessar y to handle it. 

Mr. Kayser, president of the El Paso Co., has told you how and 
why his company is being held up in the completion of its facilities. 
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As he said, to his company this hold-up means millions of dollars in 
idle investment and in loss of earnings, and perhaps suits for breach 
of gas purchase and sales contracts. It means much more to us in 
California, just as it means much more to these citizens in Arizona 
who are also waiting for gas. 

It means that over 1,000,000 domestic and commercial customers 
may not receive all the gas they need when temperatures are abnor- 
mally low and gas use ‘for space heating is correspondingly large. 
When gas is not required to supply the peak loads of these customers, 
it is the practice in California to sell it to large industrial customers, 
many of whom are engaged on defense work, as well as to a number of 
military establishments. These customers, who number less than 800, 
used during last year about 44 percent as much gas as our over 
1,000,000 domestic and commercial or so-called firm customers. The 
few hundred large or so-called interruptible customers are required to 
use other fuels, usually oil, when gas is needed for firm customers. 

This practice has several advantages. Among these are: First, it 
assures the firm domestic and commercial customers priority on gas 
when needed; second, it reduces the problems of providing natural 
gas or substitutes therefor such as propane or manufactured gas to 
supply their peak demands; third, it enables us to market the year- 
around residue gas that at least in part would otherwise be flared to 
the air; fourth, it reduces the requirements for oil in California where 
present use practically equals production. To illustrate this last 
point, 6,000 cubic feet of natural gas is equal to 1 barrel of oil. That 
means that 150,000,000 cubic feet per day is equal to 25,000 barrels of 
oil per day. 

These types of firm and interruptible service are complementary 
in that it is costly to provide peak-load gas to domestic and commer- 
cial customers during cold weather. This cost can be minimized by 
interrupting service at these times to large industrial customers who 
can turn to other fuels. In addition, it has long been the policy of 
the Public Utilities Commission of California to fix interruptible in- 
dustrial rates at levels approaching the costs of other fuels, using any 
profits to reduce firm rates paid by domestic and commercial customers. 

We believe the policies of the California commission are definitely 
in the public interest in giving domestic and commercial customers 
preference as to available gas and in fixing rates so as to give these 
customers lower rates than would be possible if industrial customers 
should be served on a firm basis. 

During the hearings before the Federal Power Commission on the 
applic ations of El Paso and ourselves for certificates of public con- 
venience and necessity to construct and operate the facilities to take 
gas from the San Juan Basin, an intervenor asked the Commission to 
reserve 25 percent of the capacity of our entire gas transmission and 
distribution system to handle gas as a common carrier for others. 
The basis for this request was that a part of our Topock line occupied 
an easement granted pursuant to the Mineral Leasing Act. Under 
the conditions sought by the intervenor, we would have been required 
to transport gas for it on a firm basis, presumably to the very indus- 
trial customers W e now serve on an interruptible basis. Such a situ- 
ation would be seriously detrimental to our more than 1,000,000 do- 
mestic and commercial customers, both as to quality of and rates for 
service. Fortunately, the Commission rejected this request. 
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We think that the public interest should be paramount in deciding 
under what conditions, if any, the transportation of gas as a common 
‘arrier should be required. We think the proposed amendment, which 
I have handed you, accomplishes this. It would place in the hands 
of the same agency which must decide whether the construction of a 
line is in the public interest the responsibility of deciding whether a 
proposed shipment of gas by others is in the public interest and, if so, 
under what conditions. 

In conclusion, I would like to agree with what Mr. Kayser said, 
that we do not think that we should be required to enlarge our facili- 
ties by order or direction of the Federal Power Commission in order 
to handle shipments of gas tendered us as a common carrier. We 
think that would be injurious to our operations and not in the interest 
of our customers. 

I respectfully urge, Senator McFarland, that this committee rec- 
ommend and that the Congress enact the bill as you have described 
it either in the form I have offered it, with further language to take 
care of the intrastate situation, or other language to accomplish sub- 
stantially that same objective. 

Thank you, sir. 

Senator McFarianp. Thank you very kindly. I am handicapped 
here a little bit. I have to get down on the floor at 12, and we have 
six more witnesses. It is evident that we could not complete the hear- 
ings even if we held over for a little while longer. 

It seems, Mr. Buchanan, that there is one difference here of opinion 
in regard to legislation, and that is in regard to requiring an enlarge- 
ment of the facilities. I do not know just how serious that is. 

I can understand both viewpoints, and it may well be that that is 
where the difficulty has arison in regard to the Secretary of the 
Interior. 

I would like for you to give thought to that as to what the effect 
would be, I mean when a company makes application to build a 20- 
inch line or 24-inch line, if you have authority, of course, to order 
them to increase that, the question of their ability to do so would 
necessarily have to be considered; if they were unable to do so, 
whether they would be canceled out as to the other facilities. 

If they were, they might be at the mercy of some big outfit that 
wanted to come in and put them out of business, that wanted them to 
carry their gas. I would like very much to have you, if you would, Mr. 
Ross, draft out a bill, and if you do not mind, going over it with Mr. 
Kayser and these other people and find out just where your differ- 
ences are so that you could present your bill. Then we could have 
their version of it tomorrow and just see how close we can come to 
agreement so that the committee will know just where the difference 
may arise and can give it consideration. I wonder if you could do 
that between now and 10 o’clock in the morning ¢ 

Mr. Bucnanan. That is rather rapid, Senator. We will be glad 
to do our best and will certainly sit down with them. 

I might say this: That so far as compelling the enlargement of 
the facilities in order to take care of the common carriage, that is not 
an unusual feature in public-utility fields, to compel the public utility 
to enlarge its facilities to meet the requirements of the service, and 
that would be one of the burdens of the common carriage here. It is 
really a practical matter. 
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Secondly, so far as the enlargement of the facilities—and do not 
take it that we are pressing the matter at all, we are just analyzing 

the bill and the problem before us—that enlargement would be based 
on exactly the same standards that we pass on now when the company 
itself makes an application, and it would go to the feasibility, and 
certainly we would not issue a certificate if the project, the enlarge- 
ment, would not be a feasible project. 

Senator McFarianp. Well, of course, this is in reverse. It seems 
that this would be an enlargement order by the commission not on 
the application. 

Mr. Bucuanan. That is right, but we would apply the same stand- 
ards to it as we would if the application had come the other way 
around as it normally does now, but we will be glad to sit down with 
Mr. Kayser and any of the other gentlemen here today and do our 
best to get their ideas and draft something, or at least get the basis 
of it from which we can work out a proposal for you. 

Senator McFarianp. Of course, we would like to do it as quickly 
as we can, but I realize this is going te be legislation that will be 
effective for > ati cai ations, and so we want to do it right. 

Mr. Bucuanan. If I may make a suggestion, Senator, the Secretary 
of the Interior probably has some views on this and it would be he Ipful 
to us in doing this drafting to hear from the Secretary of the Interior 
on the formal record. 

Senator McFarianp. Surely. We have given him an opportunity. 
This legislation would transfer some of his jurisdiction to the Federal 
Power Commission so as to eliminate this dual regulation. Under 
these circumstances he should give us his views if he has any objection. 

In reading this law it would seem just at a glance that the Secret ary 
of the Interior is clearly within the law in the things that he is 
requiring, but those things that he is requiring are more or less, as 
you pointed out, in conflict with the Natural Gas Act, and this law 
should be clarified. 

Mr. Bucnanan. Of course, the Secretary does have a point. The 
object of the Mineral Leasing Act is to protect the Federal lands 
from drainage by adjacent operators. I think Mr. Wasserman is 
here from the Department. 

Senator McFarianp. Well, I have just got about 7 minutes. I do 
not know if he can say what he wishes in 7 minutes. I do not know 
if he wants to explain it in 7 minutes or not. That is not very 
much time. 


STATEMENT OF JACOB N. WASSERMAN, CHIEF COUNSEL, BUREAU 
OF LAND MANAGEMENT, DEPARTMENT OF THE INTERIOR 


Mr. Wasserman. Mr. Chairman, I am here to answer whatever 
questions the committee wishes to put to me. The Department has 
been working on its report on the bill and it has not as yet been cleared. 
We have to ‘put it through the Bureau of the Budget before we can 
submit it up here. 

So far as the problem of El Paso is concerned, I do not think I am 
in a position to say anything for the simple reason that Mr. Grambling 
advised me just before the he saring began that suit has already been 
instituted yesterday afternoon against “the Secretar y of the Interior, 
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and I do not think I ought to discuss a case that is now pending 
in court. 

Senator McFartanp. Well, really, as far as the El Paso case is con- 
cerned, while we are very anxious, naturally, to get this gas into north- 
ern Arizona, and we feel we have been unduly delayed, the basis of 
this legislation is far more reaching than just northern Arizona. I do 
not know of any questions that I would want to ask you now. 

What I am interested in getting is the best possible bill in final form. 
If you would care to give your suggestions to the Federal Power Com- 
mission, we would be ‘happy to have you do so. 

Mr. Wasserman. As we have all along, as I think the chairman 
knows, we have been cooperating with the Commission and the mem- 
bers of its staff, and we will be glad to talk with them and give them 
whatever views we have. 

Senator McFaruanp. I had more or less thought, Mr. Buchanan, if 
you could prepare a bill and then let these other people comment on it, 
that that would probably be the best way to do it. 

Mr. BucHanan. We will be glad to do that, sir. 

Senator McFartanp. Of course, I am perfectly willing for you to 
confer—and I want you to do it any way you want to—but if you first 
had a bill as the basis to start, what you think ought to be done, and 
then the Department of the Interior and these companies could give 
their comments on it 

Mr. WasserMaNn. I would like to say if I may, that with respect 
to the proposed bill, giving my own viewpoint, since there has been 
no report approved as yet, the feeling is that the problem that is raised 
here is one that seems to have been satisfactorily solved with respect 
to oil pipelines in interstate commerce. 

What you have is that although there is a provision in section 28 
which says that oil pipelines—the : same language, of course—oil and 
gas pipelines are common carriers when they seek a right-of-way across 
public lands, that the Interstate Commerce Commission has regulated 
oil pipelines since 1906 as common carriers, and there has been no 
problem in getting any oil pipeline to function as a common carrier. 
They have just been functioning, and perhaps the solution to the prob- 
lem here might be that there be an amendment. 

Senator McFartanp. Transferring the jurisdiction over to the In- 
terstate Commerce Commission ? 

Mr. WasserMANn. No, no; I was just using that as an analogy, but 
amending the Natural Gas Act so as to make the natural- gas com- 
panies common carriers so you would have with gas the same situation 
you have with oil, and a complete lack of problems. 

Senator McFarianp. Well, I think your natural gas is in a different. 
category from oil, Oil is a product ‘that I think “clearly you could 
not handle on the same basis. Oil is something that can be taken out 
and sold in the barrel or shipped on a train, while gas has to go through 
a pipeline. That is quite a difference. It is one ‘of many differences. 

I think under the circumstances we will adjourn until 10 o’clock 
in the morning. 

I am sorry that I was unable to hear all of you. 

(Whereupon, at 11:50 a. m., the hearing was adjourned to recon- 
vene on Thursday, May 3, 1951, at 10 a. m.) 
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THURSDAY, MAY 3, 1951 


Unirep Srates SENATE, 
CoMMITTEE ON INTERSTATE AND ForeIGN COMMERCE, 
Washington, D.C. 

The committee met, pursuant to adjournment, at 10 a. m., in room 
G-16, United States Capitol Building, Senator Ernest W. McFarland 
presiding. 

Present: Senator McFarland (presiding). 

Senator McFarianp. The hearing will please come to order. 

Before we hear the witnesses this morning we will insert in the 
record copies of the bills that were proposed yesterday. 

(The bills referred to are as follows :) 


A BILL To amend section 28 of the Act entitled “An Act to promote the mining of coal, 
phosphate, oil, oil shale, gas, and sodium on the public domain,” approved February 25 
1920, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) section 28 of the Act entitled “An 
Act to promote the mining of coal, phosphate, oil, oil shale, gas, and sodium 
on the public domain,” approved February 25, 1920, as amended (49 Stat. 678; 
U. 8S. C., title 30, sec. 185), is amended by striking out so much of such section 
as precedes the first proviso therein and inserting in lieu thereof the following: 

“Sec. 28. Rights-of-way through the public lands, including the forest reserves 
of the United States, may be granted by the Secretary of the Interior for pipe- 
line purposes for the transportation of oil or natural gas to any applicant pos- 
sessing the qualifications provided in section 181 of this title, to the extent of 
the ground occupied by the said pipeline and twenty-five feet on each side of 
the same under such regulations and conditions as to survey, location, applica- 
tion, and use as may be prescribed by the Secretary of the Interior and (1) 
upon the express condition with respect to pipe lines for the transportation of 
oil that such pipe lines shall be constructed, operated, and maintained as com- 
mon carriers, and shall accept, convey, transport, or purchase without discrim- 
ination, oil produced from Government lands in the vicinity of the pipe line 
in such proportionate amounts as the Secretary of the Interior may, after a 
full hearing with due notice thereof to the interested parties and a proper finding 
of facts, determine to be reasonable; and (2) upon the express condition with 
respect to pipe lines for the transportation of natural gas that such pipe lines 
shall be constructed, operated, and maintained as common carriers under the 
applicable provisions of the Natural Gas Act, as amended, and that such pipe 
lines shall purchase without discrimination natural gas produced from Govern- 
ment lands in the vicinity of the pipe lines in such proportionate amounts as 
the Secretary of the Interior may, after a full hearing with due notice thereof 
to the interested parties and a proper finding of facts determine to be rea- 
sonable ;”. 

(b) Such section is further amended by adding at the end thereof the fol- 
lowing: “Any applicant to whom a right-of-way for pipe-line purposes for the 
transportation of natural gas has heretofore been granted pursuant to the provi- 
sions or authorization contained in this section as originally enacted or as here- 
tofore amended, shall hereafter be obligated to operate its pipe line or pipe lines 
only in accordance with the terms and conditions of this section as hereby 
amended and regardless of any other term or condition heretofore imposed as 
a condition to the granting of said right-of-way.” 


37 
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A BILL 


BE IT ENACTED by the Senate and House of Representatives of the United 
States of America in Congress assembled, That Section 1 of the Natural Gas 
Act approved June 21st, 1988, as amended, be amended by adding thereto para- 
graph (c) as follows 

“Persons engaged in the transportation of natural gas in interstate commerce 
obtaining a right-of-way through public lands, including the forest reserves of the 
United States by virtue of Section 28 of the Act entitled “An Act to promote 
mining of coal, phosphate, oil, oil shale, gas, and sodium on the public domain”, 
approved February 25, 1920, as amended (49 Stat. 678; U. S. C. title 30, sec. 185) 
are subject to the provisions of this Act; and shall transport natural gas as a 
common carrier through facilities subject to the Commission’s jurisdiction under 
Section 7 from and to such points immediately adjacent to its pipe-line facilities 
to the extent authorized or required by the Commission; provided the shipper 
of such gas shall have first obtained a certificate of public convenience and neces- 
sity pursuant to the provision of Section 7 (e) authorizing such shipment; and 
provided further, the Commission may in its discretion find that such com- 
mon Carrier has satisfied its common carrier aan by agreeing to purchase 
natural gas frem the shipper at a reasonable price.’ 

Senator McFarianp. Our first witness this morning will be Mr. 
R. H. Peterson. 


STATEMENT OF RICHARD H. PETERSON, ASSOCIATE ATTORNEY, 
PACIFIC GAS & ELECTRIC CO. 


Mr. Pererson. Mr. Chairman, my name is Richard H. Peterson. 
I am an attorney for Pacific Gas & Electric Co. My comments will be 
confinedt to three points. 

First, I want to emphasize that this common-carrier problem is not 
hypothetical insofar as the people of California are concerned. The 
adequacy of their gas service has already been threatened by a rather 
drastic demand that the California utility companies serve as com- 
mon carriers for the benefit of a private shipper of gas intending to 
serve special interests on a favored basis. 

Second, I should like to comment briefly on the bill drafted by the 
general counsel of the Federal Power Commission. 

Third, I want to point out, in answer to a suggestion made earlier 
in this hearing, why the successful operation of oil pipelines as com- 
mon carriers does not afford a precedent for the successful operation 
of gas pipelines as common carriers. 

I. The Interstate Natural Gas Co. case illustrates how the common 
carrier provision of the Mineral Leasing Act could adversely affect 
the public interest: Last year we were applic ants before the Federal 
Power Commission (Docket G-1195) for authority to receive from 
El] Paso Natural Gas Co. and transmit to our customers an additional 
quantity of natural gas. We were fully aware that certain sections, 
about 114 miles in all, of our large new pipe line from the Colorado 
River to San Francisco were located on the public lands of the United 
States and were therefore subject to the Mineral Leasing Act. Never- 
theless, it was quite a shock to be confronted during that proceeding 
with an intervention and demand by the Interstate Natural Gas Co. 
that up to 25 percent of the capacity of our entire 13,000-mile pipe-line 
system and of the respective systems of El Paso Natural Gas Co., 
Southern California Gas Co., and Southern Counties Gas Co. of Cali- 
fornia, be set aside for a common carrier service for the benefit. of the 
Interstate Co. and other prospective shippers of gas. Solely 
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hecause 1 percent of our pipelines was located on public lands of the 
United States, a private party claimed the right to a quarter of our 
entire system. 

As it turned out, the Interstate Natural Gas Co. failed to prove, 
in support of its demand, either a gas supply or customers. But its 
representatives assured the Commission that they could obtain a gas 
supply somewhere in Texas or New Mexico, and could secure many 
large industrial gas customers in California if only the Commission 
would first grant their demand. They proposed to ship gas to cus- 
tomers they “would take away from the California utility companies, 
and to do so free from regulation by either the Federal Power Com- 
mission or the Public Utilities Commission of California. 


state Co. made its demand as a matter of right 
the Federal Power 


The Inter- 
, and contended that 
Commission had no alternative under the Mineral 
Leasing Act but to grant it, irrespective of the interest of the public. 

It is not surprising that the State of California and the city and 
county of San Francisco and the city of Los Angeles promptly joined 
us in opposing thisdemand. It was clear to these public agencies and 
to the Commission that natural gas pipelines which were ‘being used 
for a public utility service to millions of people could not be diverted 
from that use without i imp uring service to the people. 

The Federal Power Commission protected the people of California 
from this threat of inadequate and more costly gas service by denying 
the demand of the Interstate Natural Gas Co. on the ground, among 
others, that it had not made a showing of public convenience and 
necessity as required by the Natural Gas Act. The mandatory com- 
mon carrier provision of the Mineral Leasing Act was disregarded. 
This was, of course, a sound decision legally, for, as you know, 
whenever there is an irreconcilable conflict between two statutes, the 
later statute prevails. No appeal was taken from the decision of the 
Commission. 

As you have been informed, another controversy arising out of the 
same statutory conflict is blocking us from getting the very supply of 
gas that the Commission last year ‘authorized us to receive and transmit 
to the people of California. Apparently an effort is being made to 
avoid the effect of the decision of the Commission in the Interstate 

case, and to give the Mineral Leasing Act precedence over the Natural 
Gas Act. We are convinced that there is no satisfactory solution 
short of a clarifying amendment to the Natural Gas Act. 

II. The bill submitted by the Federal Power Commission will pro- 
tect the public interest : I am referring, Mr. Chairman, to the draft of 
the bill that we saw yesterday afternoon. 

Senator McFarianp. I see. All right, go ahead. 

Mr. Pererson. We think that the common-carrier provisions of 
the Mineral Leasing Act were superseded, in effect, as respects pipe- 
lines carrying natural gas in interstate commerce, by the Natural Gas 
Act. The latter act precludes the construction or operation of any 
pipeline for the transmission of gas in interstate commerce, irrespec- 
tive of the location of the pipeline, except for purposes consistent with 
the terms of the Federal Power Commission’s certificate of public con- 
venience and necessity issued for such pipeline. Therefore, to a large 
extent, the draft of bill submitted by the general counsel of the Federal 
Power Commission simply recognizes the law as it now exists. How- 
ever, this clarifying amendment is highly desirable from the stand- 
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point of eliminating all possible conflicts between the obligations of 
the Department of the Interior under the Mineral Leasing Act and the 
obligations of the Federal Power Commission under the Natural 
Gas “Act. 

There is just one aspect of this bill to which I should like to invite 
the attention of the committee on behalf of the Pacific Gas & Electric 
Co. Only one of our pipelines is located on the public lands of the 
United States. The Mineral Leasing Act purports to attach a common 

varrier obligation to that pipeline, | and in our opinion to that pipe- 
line alone, for the words of the act are that “such pipeline” shall be 
operated as a common carrier. We have thousands of miles of pipe- 
lines not located for any portion of their length on the public ade 
of the United States. We respectfully request that the bill as finally 
drafted by this committee apply whatever common carrier obliga- 
tion may be contained therein only to those of our pipelines as are 
subject to both the Mineral Leasing Act and the Commission’s juris- 
diction under section 7 of the Natural Gas Act. Since most natural 
gas companies will have no common carrier obligation whatsoever 
under this bill because their pipelines are not located on public lands 
of the United States, we submit that it would be equitable to confine 
the scope of the common carrier obligation of companies situated as 
we are to the extent requested. 

Senator McFaruanp. Mr. Peterson, the thing that bothers me is 
this: If it is right for a gas company that has a little line running over 
some public domain to be a common carrier, why isn’t it right for those 
that do not run over it tobe a common carrier?) Why should a pipe- 
line, just because it runs over public domain, be in any different cate- 
gory than any other pipeline? 

Mr. Pererson. I can’t answer that question, Mr. Chairman. We do 
not understand why there is any relationship between the location of 
the line and whether or not the line should be a common carrier; that 
is, from the standpoint of public policy, the policy that Congress is to 
lay down. We think that all natural-gas companies should be treated 
the same. As far as we are concerned, we would be much happier to 
have Congress simply eliminate the common-carrier obligation as far 
as the natural- -gas companies are concerned, but we at least request 
that that obligation be minimized. 

III. The successful operation of oil pipelines as common carriers 
does not afford a precedent for the successful operation of natural gas 
pipelines as common carriers: A suggestion was made yesterday that 
perhaps natural-gas pipelines should, like oil pipelines, operate gen- 
erally as common carriers. As you observed, Mr. Chairman, there is 
a vast difference between the business of marketing petroleum prod- 
ucts and the business of providing a natural-gas service to the public. 

Oil may be economically stored in the fields, at both ends of pipe- 
lines, at refineri ies, at shipping points, at distribution deposits, and on 
- premises of consumers, Petroleum products with different phys- 

cal characteristics may be transported in sequence through pipelines 
Ww writen becoming commingled. Oil pipelines have been able to oper- 
ate satisfactor ily. as common carriers, for they, like railroads, merely 
offer to accept such shipments as may from time to time be tendered 
and to transport such shipments to fixed terminals with due care and 
without undue delay when and as capacity may be available. 
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Natural-gas companies, on the other hand, undertake to transmit 

gas from wells, extraction plants, or other sources of supply to millions 
of consumers, and to do so at a rate commensurate with every mo- 
mentary need of each individual consumer. Thus it is apparent that 
business arrangements and methods of operation which are feasible 
for oil pipelines are wholly unsuited for natural-gas pipelines dedi- 
cated to serving the fluctuating demand of the public on an instantane- 
ous basis. 

Conclusion: In conclusion, we respectfully submit that the Natural 
Gas Act should be amended as proposed because the mandatory com- 
mon-carrier provision of the Mineral Leasing Act is detrimental to 
the public interest. oo it not been for the Federal Power Commis- 
sion decision in our case last year, which held, in effect, that this 
mandatory provision hed been qualified by the terms of the Natural 
Gas Act, the people of California might already have been caused 
considerable hardship. We urge that Congress settle this coats 
tional conflict once and for all by explicitly confirming that which we 
think it accomplished when it adopted the Natural Gas Act, namely, 
the vesting in one Federal regulatory agency the exclusive jurisdiction 
over all forms of their transmission of gas in interstate commerce. 

Thank you, sir. 

Senator McFarianp. Thank you very kindly, Mr. Peterson. 

Senator McFarvanp. Mr. Reynolds. 


STATEMENT OF THOMAS J. REYNOLDS, VICE PRESIDENT AND GEN- 
ERAL COUNSEL OF SOUTHERN CALIFORNIA GAS CO. 


Mr. Reynoips. Mr. Chairman, my name is Thomas J. Reynolds. I 
am vice president and general counsel of Southern California Gas 
Co., and am appearing here on behalf of that company and our affili- 
ated company, Southern Counties Gas Co. of California. These com- 
panies distribute natural gas to approximately 1,575,000 domestic and 
commercial customers and to approximately 5,100 industrial cus- 
tomers in southern and central California. In serving the public these 
companies are subject to comprehensive regulation by the California 
Public Utilities Commission pursuant to the laws of the State of 
California. 

A few years ago our companies found themselves in the position of 
being unable to acquire sufficient qualities of natural gas within the 
State of California to satisfy the gas requirements of their respective 
customers. In order to acquire an adequate supply of gas, our com- 
panies entered into a contract with El Paso Natural Gas Co. under 
which El Paso would acquire natural gas originating in western Texas 
and eastern New Mexico and deliver it to our companies at a point 
on the Arizona-California border near Blythe, Calif. 

In order for El Paso and our companies to construct and operate 
the facilities for carrying interstate gas it was necessary to acquire 
a certificate of public convenience and necessity from the Federal 
Power Commission under the Natural Gas Act. Applications for such 
a certificate were made to the Federal Power Commission and hear- 
ings were held thereon at which El Paso Natural Gas Co. and our 
companies had to prove to the Federal Power Commission that our 
customers required the gas and that the gas supply would be adequate 
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for many years, so that the facilities necessary to handle such gas 
could be amortized over a long period of years. We and El Paso also 
had to prove that the pipeline project was economically feasible and 
could be financed on a basis satisfactory to the Federal Power Com- 
mission. The Federal Power Commission found that the public con- 
venience and necessity required the construction of such facilities 
and the certificate was granted, following which the facilities were 
constructed in due course at a cost to our companies of many millions 
of dollars. Since the original construction additional facilities have 
been built pursuant to a new certificate of public convenience and neces- 
sity from the Federal Power Commission, so that now El Paso is 
delivering and our companies are receiving 405,000,000 cubic feet of 
natural gas per day. The price of such gas so received by our com- 
panies from El Paso is fixed by the Federal Power Commission. 

Soon after the above-mentioned facilities were completed our 
companies and El Paso Natural Gas Co. received a demand from a 
private party for common carrier service alleging that it had a large 

daily volume of gas available to it in Texas and New Mexico adjacent 
to the pipeline system of El Paso Natural Gas Co. and large indus- 
trial customers located in our service area to whom it desired us to 
deliver gas for such private party’s account. At the time of such 
dem: alk our pipeline was and is now loaded to capacity. To accept 
such gas and deliver a like quantity to this party’s customers would 
mean that El Paso Natural Gas Co. would be required to curtail the 
receipt of gas from producers under long-term contracts which were 
the basis of the certificate of public convenience and necessity from 
the Federal Power Commission and that our companies would be 
required to curtail deliveries of gas to some of their large industrial 
users for the benefit of a private party who claims we must use our 
pipeline for his own private gain because a portion of our pipeline 
crosses United States Government land and is a common carrier under 
the provisions of the Mineral Leasing Act. This would be detrimental 
to our 1,575,000 domestic and commercial gas customers, because 
they would be deprived of the benefit of a long-term gas supply on 
the one hand and would lose the credit for all profits received by our 
companies from the sale of gas to the industrial customers of which 
we would be deprived on the other hand. This private party appar- 
ently does not intend to become a public utility under State law nor 
natural-gas company under the Natural Gas Act but, because of the 
provision of the Mineral Leasing Act that any pipeline crossing United 
States Government land is a common carrier, claims the Tight to 
deprive our companies, who have the power of eminent domain and 
who have a certificate of public convenience and necessity to construct 
and operate such pipeline, of the right to use their own pipeline for 
public use. What an absurd situation. 

It is ae to me that it was the purpose of Congress as expressed 
in the Natural Gas Act to place jurisdiction over the transportation 
of gas in interstate commerce in the Federal Power Commission 
and if the Mineral Leasing Act is being used to defeat that purpose 
then, in my opinion, it is essential in the public interest that all juris- 
diction over the transport: ation obligations of interstate pipelines be 
placed unequivocally in the Federal ‘Power Commission and enforced 
pursuant to the Natural Gas Act. In doing this Congress should 
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make it plain beyond all question that anyone desiring to obtain 
i ee service from pipelines which are subject to the Fed- 

‘al Power Commission’s jurisdiction under the Natural Gas Act 
aaa first obtain a certificate of public convenience and necessity 
from the Commission, which is the public body having jurisdiction 
over the pipeline in question. Any person desiring such transporta- 
tion service will thus have to prove to the satisfaction of the Com- 
mission that such service is required by public convenience and 
necessity. 

Senator McFaruianp. Thank you very kindly, Mr. Reynolds. Have 
you examined a copy of this draft of the bill? There may be two 
bills. 

Mr. Ross, would you care to tell us about these drafts of the bills 
that you proposed here, as to what the difference is in them ? 

Mr. Ross. Mr. Chairman, we felt that there were two amendments 
necessary: One, to the Mineral Leasing Act, eliminating the common- 
carrier requirement in the Mineral Leasing Act by reference only to the 
Natural Gas Act, putting the common carrier obligation in the Nat- 
ural Gas Act. One amendment is to the Mineral Leasing Act to ac- 
complish that very thing, and the other amendment would be to the 
Natural Gas Act to set out just what the common carrier obligation is 
there. 

Senator McFaruianp. I see. You are not proposing then two differ- 
ent. versions of bills? 

Mr. Ross. No; it is two bills to accomplish the same thing. Per- 
haps they could be rolled into one bill, but we were simply considering 
the language that you requested, Mr. Chairman. 

Mr. Reynorps. As | understand it, in those bills you have a require- 


ment that the shipper must obtain a certificate of public convenience 
and necessity. 


Mr. Ross. That is in the bill. 

Senator McFar.anp. | presume, just by the way that you have tes- 
tified, that all of you have copies of this, and if any of you care tol 
comment on these bills I would be glad to have you do so. 

Mr. Ross. I might say in that connection, Mr. Chairman, we did 
meet, as you suggested, with the members of the industry here, and it 
ismy understanding th: at those people representing the industry agreed 
to these bills. We have not had an opportunity to discuss the matter 
with the Secretary of the Interior or his staff, so I am sending copies 
to them. 

Mr. Reynoxps. I haven't had an opportunity to read the final ver- 
sion, Which I would like to examine. 

Senator McFartanp. Certainly. 

Mr. Reynouips. Thank you. 

Senator McFartanp. Of course, I want to close these heari ings this 
morning, but if anyone wants to file a brief comment on these bills, 
they have an opportunity to do so, after they have had an opportunity 
to examine them. 

Mr. Buchanan, would you care to make any comment on these bills? 

Mr. Bucuanan. Mr. Chairman, we have three members of the com- 
mission present in town and we had a hasty meeting this morning. 
Because of the haste that is involved in this proceeding, we have 
adopted these bills and sent them up to the committee here, but we 
have not cleared them with the Budget. We have not done anything 
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like that with the two commissioners absent from town. They may 
have some comments on these bills, and there may be some reservation 
as to the wording of the bills. 

Senator McFarianp. That is all right. I do not see that this con- 
cerns the Director of the Budget. There is not any money involved 
here, so we will not worry too much about him. 

Senator McFartanp. The next witness is Mr. Scott Hughes. 


STATEMENT OF SCOTT HUGHES, CHAIRMAN, LEGAL COMMITTEE, 
INDEPENDENT NATURAL GAS ASSOCIATION, DALLAS, TEX. 


Mr. Hucues. Mr. Chairman, my name is Scott Hughes. I reside 
in Dallas, Tex. Iam vice president of Southern Union Gas Co., which 
has constructed new natural gas distribution systems in some half 
dozen towns in northern Arizona and which, along with the public 
in those towns, is anxiously awaiting the availability of natural gas 
from the new pipeline of the El Paso Natural Gas Co. My oy 
has made a very substantial investment in the public service facili- 
ties for those towns, approximating $2,000,000. We have qualified, 
experienced and competent personnel already in those properties and 
are ready to initiate service to the Arizona public at the earliest pos- 
sible moment. If this service cannot be begun within the relatively 
near future, under the terms of the franchises which were granted to 
Southern Union Gas Co. by an overwhelming vote of the public of 
Arizona, our franchises will expire and will leave my company in the 
position of facing a very serious loss of a substantial investment. 
I state this to show my intimate association with the problem which 
has been so vividly brought before the committee. 

However, I am appearing here not as the representative of the 
Southern Union Gas Co. but as a representative of the Independent 
Natural Gas Association of America. This is a voluntary associa- 
tion. It is composed of many pipeline transporters of gas, many gas- 
distributing companies, and a great number of independent producers 
and royalty owners. The membership represents segments of the 
natural-gas industry from 43 of our States. 

The association had intended to submit a more extended and formal 
statement to the committee, but in view of the significant develop- 
ments which have oecurred since the suggestion of the chairman at the 
meeting yesterday, we are going to confine our remarks. We are ap- 
preciative, of course, of an opportunity to appear here and present 
our views in connection with these serious problems. 

This problem that is before the committee involves governmental 
considerations, but, in our opinion, it also gravely involves the future 
development and welfare of the natural-gas business. 

I listened with great interest to the preceding discussions which 
have vividly shown that there is a vast newly constructed natural-gas 
pipeline system and in all its related public service facilities it is 
presently bogged down in the middle of regulatory quicksands. Now 
since I have made that sort of statement, let me quickly and in all 
frankness add a couple more. 

The natural-gas industry is and should be a regulated industry. It 
has arrived at its present state of important national public service 
as a regulated industry, but it has not so developed and arrived at 
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that state of important national public service as a common-carrier 
industry. There is a vast and important difference, which is brought 
into clear focus by the specific case of the El Paso Co., already 
related to the committee. 

The Federal Power Commission, after detailed hearings and con- 
siderations that extended over a period of years, det ermined the 
ae gas needs of specific service areas in northern Arizona, in 

California, and in New Mexico. It then, after reviewing all of the 
facts, issued a specific and detailed order under the Natural Gas Act 
authorizing the construction and operation of a pipeline system and 
of facilities engineered and designed to meet those specific needs. 
The Commission’s very order contempl: utes the creation of a new 
utility enterprise that 1s dedicated to the broad public service in the 
areas under consideration. In fact, in the very proceeding before 
the Federal Power Commission the issue of imposing a common carrier 
obligation on that enterprise was considered and refused by the Com- 
mission. Now, on the other hand, the Department of the Interior, 
by cumulative and expanding requirements, would seek to change the 
basic result of the Federal Power Commission’s work. The Depart- 
ment’s requirements would seek to convert that enterprise from that 
of a public-service business to that of a mere transporter or conveyor 
of gas from unknown private persons to unknown private consumers. 

Now, we, of course, recognize, sir, in all frankness that both the 
action of the Federal Power Commission and the action of the Depart- 
ment of the Interior are respectively predicated upon their interpre- 
tation of two existing statutes duly enacted by the Congress. It is 
between these two statutes and the two resulting interpretations that 
this regulatory quicksand has cought this enterprise. I can state that 
there is no informed and experienced person, either in the gas industry 
or in any regulatory body, whether national or State, that has ever 
seriously contended that it is feasible to operate gas facilities which 
are already dedicated to and serving the broad general public at one 
and the same time as a private carrier or common carrier of gas for 
these unknown and undeterminable persons and these unknown and 
undeterminable consumers 

Now, since the meeting of this committee on yesterday, representa- 
tives of the industry have met with representatives of the Federal 
Power Commission, and from that informed, cooperative, and good 
conference, there have come two suggested bills, which have been 
introduced in the record here this morning. In the few hours that 
have elapsed since those bills came into being, the suggested bills, it 
has not been possible for the association to consult or inform its exten- 
sive membership of the results of that joint effort yesterday. It is my 
personal opinion, Mr. Chairman, that the two bills recommended by 
the Federal Power Commission are clearly a step in the right direc- 
tion, are clearly a competent effort to correct the situation which has 
brought this hearing into being, and it is my personal opinion, sir, 
that the industry, the gas industry as such, should the committee and 
the Congress see fit to enact those bills, can live and operate under 
them and continue the rendition of our public-service obligation. In 
view of the seriousness and urgency of the matter which has brought 
these bills before the committee, we sincerely suggest the expedition 
of the consideration of the suggested legislation. 





46 NATURAL GAS PIPELINES 


Senator McFaruanp. Thank you very kindly. 
Senator McFarianp. The next witness will be Mr. Claude Williams. 


STATEMENT OF CLAUDE WILLIAMS, PRESIDENT, TRANSCONTINEN- 
TAL GAS PIPELINE CO., AND DIRECTOR, INDEPENDENT NATURAL 
GAS ASSOCIATION, HOUSTON, TEX. 


Mr. Witarams. Mr. Chairman, my name is Claude Williams. I 
reside in Houston, Tex. I am president of the Transcontinental 
Gas Pipeline Co. which operates the longest pipeline in the world, 
from the Rio Grande to the Hudson River, New York C ity. We have 
just completed our line and began the delivery of gas to our customers 
in January of this year. We do not cross any public lands, and in the 
selection of our right of way we studiously avoided crossing any public 
lands. We are not involved in the controversy or problem incident 
to Arizona having gas. Our interest in this legislation is that of the 
industry gener: lly, ‘and our company partic ularl ly. 

Senator McFartanp. Of course, Mr. Williams, you are in a little 
bit different situation than some of our States. You never have had 
to go over any public lands as such. 

Mr. Wirut1aMs. That is right. 

Senator McFarianp. So you haven't this problem confronting you 
that we have. 

Mr. Wiuti1ams. No; but we may have, and for that reason and be- 

‘ause we are outside of the realm of the controversy we thought our 
views might shed a different light on the problem. 

Senator McFartanp. Of course, you have a tidelands problem. 

Mr. Wiiutams. We do not take any gas to the tidelands as of this 
time, but we may, and there would be a very serious question whether 
we would take any if our line had to become a common carrier pipeline 
from stem to stern, in other words from the Rio Grande to the Hud- 
son, and be required to transport gas for anyone who tendered it to 
us. I think we would forego the opportunity of purchasing the gas 
from the tidelands. 

Senator McFarianp. Mr. Williams, you should be more or less an 
impartial witness here. Your lines do not cross any public domain. 
Have you examined these proposed bills? 

Mr. WiutaMs. Yes, I have. 

Senator McFarianp. Would you have any hesitancy in crossing 
the public domain if these bills were made law ? 

Mr. Wituitams. Yes; I would have. I think these bills are a step 
in the right direction, as Mr. Hughes has stated, for this reason: 
The operation of the natural gas pipeline as a common carrier is an 
impossible thing, it just cannot be done. What these bills do is to 
give you an opportunity to prove that. That is the great advantage 
that I see in them. Up to this point we have no forum in which we can 
prove that. the operation of > natural gas pipeline as a common 
carrier is an impossible thing. I think, in a very few words and very 
quickly, I can demonstrate it to vou. 

Our line serves customer companies who have attached to their 
systems over 6 million meters. An average of four people to the meter 
means our system supplies gas in limited quantities, not nearly as much 
as they want or need, to some 25 million people located in the eastern 
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seaboard section of the United States. To supply the quantity of ga 
which these people will want over a period of years will loam 
the construction of capacity equal to 10 times that which we presently 
have. Our present capacity of 550 million cubic feet of gas a day. 
Now if we are a common carrier, we have located in the State of Texas 
gas-producing properties owned by all of the major oil companies, and 
all of those major oil companies, or their affiliates, have located in 
the eastern seaboard area, Philadelphia, Newark, N.J., Bayonne, N. J. 
refineries and they would like to have their gas in Texas ‘transported 
to their refineries in that area, so if we had to operate as a common 
carrier they would tender that gas to us for oenenieen to their 
refineries, Where they would have a firm supply of gas. By “firm” I 
mean they would have it 365 days out of the year. We are precluded, 
and I think rightly so, by the judgment of the Federal Power Commis- 
sion, that it is not in the public interest that our gas be sold to power 
boilers, but that the gas should be used for domestic purposes. 

Now the refineries are not interested in an interruptible supply of 
gas, where, where you do not need it for domestic purposes, you deliver 
it to the refinery and he in turn burns it in his boilers or in his proceed- 
ings of oil, but what he wants is a firm supply 365 days a year. This 
would enable him to have a firm supply of gas, and it is a capacity 
which we think would be diverted to their private use and do for them a 
thing which they could not get done today. Under the interpretation 
of the Natural Gas Act, and as I said before, a wise interpretation of 
it, we would be spending all our time and all our money providing 
facilities to transport gas of the major oil companies instead of buy- 
ing gas under a contract and transporting it to serve the 25 million 
people. We could not do both, it would just be physically impossible 
from the standpoint of the supply of materials for construction or the 
money involved in it to provide both facilities. 

Now another thing that enters into it, there has been a lot said 
about common carrier pipelines. I happen to be in the oil business 
and I can say to you frankly, there has never been a true common 
‘arrier oil pipeline that ever made a financial success in the United 
States. They have all gone broke, every one of them have gone 
broke. 

Senator McFartanp. What you mean is, in order for a pipeline 
to succeed it has got to be owned by the people that are producing the 
oil, in order to have the oil go through it. 

Mr. Wuu1AMs. That is right. They become contract carriers, and 
that is what the natural gas pipeline would become. 

Senator McFartanp. They have got to be a contract carrier or have 
ownership ¢ 

Mr. WituiAMs. That is right. You have got to have a firm and 
vere anent supply of gas to go through your line, where one day you 

‘an have it and the next day you can have it also, and not where one 
cme you have half of it and the next day you have all of it. You have 
got to have a permanent quantity of gas going through your line every 
day. 

The same thing is true with an oil line. Everyone that has ever 
tried to operate as a true common carrier has gone broke, because one 
day they do oil trans per ~g and the next day they do not do oil 
transporting. I do not know of one single pipeline that has ever 











48 NATURAL GAS PIPELINES 


attempted to operate as a common carrier and that has ever made a 
financial success for that very reason. 

Now in order to make the transportation of gas as a common carrier 
economically feasible you have got to have a | specific quantity to be 
transported over a specific term of years. Under the requirements 
of our certificate, as is the case with all the other pipelines, we take 
the quantity of gas reserves we have purchased and _we divide them 
by 7,300, which is the number of days in 20 years. We take the gas 
every day so that for the period of 20 years we know we will transport 
the full capacity of our line. Then we work out the economics of that 
and we determine the price we are going to charge for this gas in 
order to retire the debt, to pay the interest on the borrowed money, 
retain some money for future expansion, and pay dividends. 

Under your expansion of construction you will supply gas for 20 
years. Where are you going to get the money to finance one of these 
operations? If you go to the insurance companies who have billions 
of dollars invested in the gas industry in the form of bonds and try 
to finance these projects on the basis of a common carrier, without a 
contract to carry this gas in stipulated amounts for extended periods 
of time, you cannot get the money to finance one of them. What do 
you do? Under this bill the Federal Power Commission is going to 
make a determination as to whether or not the shipper shall have the 
certificate, and one of the considerations they are going to apply to it 
is whether or not they are going to do it over a long enough period of 
time to make it economic to do it, and are they going to contract to 
do it, and when they contract to do it then you cease to be a common 
carrier and you become a contract carrier. So I say to you there just 
isn’t any other way you can do it other than to operate the pipeline as 
a contract carrier, where you either carry your own gas, which is pur- 
chased under contract, or carry the other fellow’s s gas under contract 
and deliver it to some of his customers. 

This bill I think is in the right direction. It gives us a forum to 
prove the utter impossibility to operate one of these pipelines as a 
common carrier. 

- Now in the limited time I had I studied the legislative history of 
this provision in question, and as nearly as I can determine, from it 
the natural-gas pipeline was just thrown in there without any con- 
sideration. ‘The testimony is void on that. There is nothing with 
respect to why it was thrown in there. They just threw the oil and 
gas in there together, and the gas just fell in as an incident to the pro- 
vision for the oil pipelines. I gather from this legislative history that 
the purpose of this provision was to guarantee that the Federal lands 
would not be drained, and, second, that the Federal Government would 
have a market for its gas and oil. 

Now you can accomplish that objective very simply and without 
any concept of the common-carrier provision by simply providing, for 
pipelines passing through Government-owned properties where gas is 
produced, that that pipeline should give preferential treatment to the 
Government with respect to tri unsporting g gas under the transportation 
contract. 

Senator McFarianp. Why should the Government have preferen- 
tial treatment over the other individual that has 160 acres of land 
right next to the Government land ? 
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Mr. Wiuu1aMs. I don’t think they should have, but that seemed to 
be the purpose of this legislation, as I gather from this legislative 
history, that they felt that the Government should have preference e. 

Senator McFaruanp. They should have equal treatment. 

Mr. WiuiuiaMs. I think they should have. There should be no dis- 
crimination at all. As far as that is concerned, the number of pipe- 
lines that have been constructed in the United States and the expan- 
sions of those in existence today is so great that I do not know of a 
single producer of gas anyw here in the United States that cannot get 
a market for it. In fact, we are all looking for gas; we are bidding 
against each other for gas from anybody that has got any gas to 
deliver into the pipeline today. That was not true 10 or 12 years ago. 
Ten or 12 years ago when the producer discovered gas the gas was 
so worthless that he would rather have had a dry hole than have a 
gas well, because he had to go to the expense of capping the well to 
keep it from blowing out. Now that. the transportation of gas in 
large diameter and Tong- distance pipelines has been proven “to be 
practical, feasible and economical, there is a market for any gas that 
is being produced anywhere in the United States, so the fear of not 
having a market I think is unfounded. 

If I were to make a recommendation to your committee, my recom- 
mendation would be that you just delete the common carrier provision 
out of the statute in its entirety and you would have no trouble. I 
would say the legislation that has been proposed here would offer us 
an opportunity to have a forum where we can prove, and I have no 
doubt about our ability to prove, that it is impossible to operate a 
natural-gas pipeline as a common carrier. That is the attitude and 
feeling I have about it. I hope the committee would give some con- 
sideration to its total elimination. If they won’t do that then I say 
these other two bills are proper and should be passed. 

Senator McFarianp. Thank you very kindly, Mr. Williams. 

Senator McFartanp. The next witness will be Mr. McBaine. 


STATEMENT OF TURNER H. McBAINE, ATTORNEY, SOUTHERN 
COUNTIES GAS CO. AND SOUTHERN CALIFORNIA GAS CO., LOS 
ANGELES, CALIF. 


Mr. McBarne. Mr. Chairman, my name is Turner H. McBaine. I 
live in San Francisco, Calif., and I am appearing as attorney for the 
Southern California Gas Co. and the Southern Counties Gas Co. of 
California. 

I will confine my statement to one brief point. The bill proposed 
by the Federal Power Commission this morning provides that a nat- 
ural-gas company crossing public lands shall act as a common carrier 
under the jurisdiction of the Commission. I wish to make clear that 
in our opinion that is creating an obligation which does not legally 
exist today. The Mineral Leasing Act was adopted in 1920. As Mr. 
Williams has just said, gas lines were more or less thrown in there 
by inclusion with oil lines without much thought being given to them. 
The legislative debates reveal that that is true. There has been no 
legislation ever passed by the Congress since the gas pipelines became 
commonplace and widely I::own and undet ‘stood that has said that 
gas pipelines should become common carriers. The Natural Gas Act 
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of 1938 expressly omitted any such provision, and the legislative his- 
tory of that act shows that a common carrier provision was omitted 
deliberately, after long debates and after thorough consideration by 
all of the committee and much testimony by the gas industry to the 
effect of Mr. Williams’ testimony just a moment ago, as to the impos- 
sibility of operating gas lines as common carriers. 

As a result, it is our opinion and our contention that the Natural Gas 
Act, to that extent, impliedly repealed the limitation provisions of the 

earlier act adopted 18 years earlier without, as I say, any real consid- 
eration of the problem. Accordingly, we wish to make it clear that 
in our opinion the bill proposed this morning really adds something not 
now existing in the law. 

I think I can say that our view of the common carrier provision is 
exactly the same as that expressed by Mr. Williams. The reason we 
are willing to accept the bill proposed here this morning is that the 
power over the common carrier obligation, or to enforce it and to 
define it, is placed in the Federal Power Commission, and that we will 
have an opportunity to explain to the Commission the facts of the 
situation, and we are confident that the Commission, with its record 
of administration in the industry, will reach a practical solution of 
the problem. It is for that reason, and for that reason only, that we 
are willing to accept the bill proposed here this morning, but I want 
to make clear to you, sir, in our opinion this bill is not merely preserv- 
ing the status quo, it is adding something not now existing in the 
law. 

Senator McFarianp. You take that position because it is your 
opinion that the latter law repealed the former ? 

Mr. McBarne. Yes. The Natural Gas Act was a regulatory measure 
adopted in 1938 in which the common carrier provision was deliber- 
ately omitted and for that reason it modifies the 1920 statute. 

Senator McFarianp. Thank you very kindly. 

Mr. M. G. Baron. 


STATEMENT OF MAXIMILIAN GEORGE BARON, REPRESENTING THE 
INTERSTATE NATURAL GAS CO., LOS ANGELES, CALIF., AND 
MONDAKOTA GAS CO., BILLINGS, MONT. 


Mr. Baron. My name is Maximilian George Baron. I represent 
the Interstate Natural Gas Co. of Los Angeles, Calif., and the Monda- 
kota Gas Co., of Billings, Mont. 

I intended to go into some detail in this matter, but since then some 
litigation has been instituted both in El Paso, Tex., and in Los An- 
geles, in one instance by the El Paso Natural Gas Co., and in the latter 
instance by the Interstate Natural Gas Co. I would, therefore, prefer 
at this time not to make any statements or commitments with ref- 
erence to the issues that might be involved, and I wish to thank the 
chairman for the opportunity given me. 

Senator McFaruanp. Very well. 

Now, as I understand it then, all of the interested companies ap- 
prove this draft. Is that true? Those of you who testified yester- 
day, for instance Mr. Kayser, are these drafts satisfactory to you? 

Mr. Kayser. Yes, sir. The same ones who testified yesterday were 
present at this meeting. The list was made up and we were asked if 
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we would approve it, and we said we did. I will say for my company, 
we do. 

Senator McFarianp. Is Mr. Moulton here? 

Mr. Moutron. Yes. I have reviewed the draft of the two measures 
proposed this morning with Mr. Peterson, our attorney, and my 
views are the same as those expressed by Mr. Peterson. 

Senator McFarianpb. Thank you very kindly. 

Mr. Wilson, I don’t know that you are too much interested in the 
drafts, but do you have any comments to make? 

Mr. Wuson. As far as the companies who are supposed to furnish 
us gas are concerned, we are satisfied with them. 

Senator McFaruanp. If you have any comments, or if any of 
you do, after you have examined the drafts of the bills, we would be 
glad to have them. 

Mr. Hugues. Mr. Chairman, as chairman of the legal committee 
of the Independent Natural Gas Association, it is our intention to 
review and study these drafts with other members of our industry who 
are not here present, and if it should be desirable, we would like to 
have the privilege, sir, of submitting a memorandum for the record 
here. 

Senator McFartanp. How long would it take you to do that, Mr. 
Hughes? Of course, I am talking now as a resident of Arizona. We 
want to get this gas turned on in Arizona. This gas that we turn 
on in the Senate does not help us any out there. 

Mr. Hucues. There is no desire whatever to del: ay it In any way, 
sir. The memorandum, for what it may be worth and if there is 
such, will be available the first of next week. 

(The following telegrams were subsequently received :) 

SENATE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
Capitol maidine, Washington, D. C.: 

Re Senate bill 1346, hearings of May 2 and: Referring to Natural Gas Act 
amendment prepared by Federal Power Commission staff in substitute bill, | 
suggest two minor clarifying adjustments: (1) The first semicolon appearing 
after the word “Act” should be replaced by a comma, so that there will be no 
possible interruption between the description of the persons subject to the bill 
and the statement of their duties as a common carrier; and (2) the word “such” 
appearing before the word “points” should be deleted in the interest of clarity. 

Wiis L. Lea, Jr., 
General Attorney, Southern Union Gas. Company. 


DALLAS, Tex., May 7, 1951. 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
United States Capitol, Washington, D. C.: 

At an industry meeting convened in Dallas, Tex., by the Independent Natural 
Gas Association of America, on May 6, 1951, the following informal resolutions 
were adopted : 

“Whereas this meeting has considered Senate bill No. 1346, introduced before 
the Eighty-second Congress by Senators McFarland and Hayden of Arizona, 
and has further considered the substitute measures proposed by the Federal 
Power Commission at the committee hearing on said bill. 

“It is the unanimous consensus and resolution of this meeting that natural gas 
pipelines cannot operate effectively and in the public interest as common carriers 
of gas; and that all common carrier provisions, as now set forth in title 30, 
section 185, of the United States Code annotated, should be eliminated. 

“It is the further consensus and resolution of this meeting that the proposed 
substitute bills as submitted by the Federal Power Commission, if enacted into 
law by the Congress, will constitute a constructive and forward legislative step 
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toward the clarification of the common e¢arrier problem, and are deserving of 
expeditious consideration.” 
INDEPENDENT NATURAL GAS AS.OCIATION OF AMERICA, 
Joun A. FEera@uson, Evecutive Director. 





Senator McFartanp. We are meeting Wednesday. I would ap- 
preciate your comments just as soon as we can get them. If we should 
happen to pass on it and get it reported out before you get your 
comments in, of course, this ‘bill, if it does pass the Senate, will have 
to go over to the House and you will have an opportunity some place 
along the line. 

Mr. Hucuers. We think it would be in the public interest, and 
would be perfectly all right. 

Senator McFartanp. Thank you. Is there anyone else that cares 
to testify | in regard to this legislation ? 

Is there a representative of the Interior Department here who would 
like to comment ? 

Mr. WasserMAn. [represent the Interior Department. 

Senator McFartanp. Have you examined these bills? 

Mr. WasserRMAN. I got copies of the bills when I came into the room 
about 10:20 this morning. 

Senator McFarianp. Then you haven't had time to examine them ? 

Mr. WasserMan. No. 

Senator McFartanp. If you have any comments on them, we will be 
glad to have them. 

Mr. Buchanan, do you have anything else to offer in view cf the 
testimony that has been presented here today ? 

Mr. Bucuanan. No, sir; we have nothing further to offer. 

Senator McFartaNnp. And Commissioner Smith ? 

Commissioner Smiru. I have no further comment, Mr. Chairman. 

Senator McFartanp. I want to express my appreciation to the 
Federal Power Commission and their staff who have been working 
on this, and also the companies. Where you can get legislation that 
is agreeable to all it makes our task quite a bit easier. I think that 
is the w ay we should work it out as nearly as we can. 

Thank you very kindly. 

(W hereupon, at 11 a. m., the hearings were concluded.) 

(The following were submitted for the record :) 

Denver, Covo., May 7, 1951. 
Hon. Epwin C. JOHNSON, 


Chairman, Senate Interstate and Foreign Commerce Committee, 
Senate Office Building, Washington, D. C.: 


The directors of the Independent Petroleum Association of America in meet- 
ing in Denver, Colo., today voted unanimously that the association oppose 
the enactment into law any proposal such as the Federal Power Commission 
substitute proposal for S. 1346 which would amend the Natural Gas Act so as 
to give the Commission discretionary authority to determine that a common 
carrier pipeline has satisfied its common carrier obligation by agreeing to 
purchase natural gas at a reasonable price. We believe this proposal constitutes 
an unnecessary and improper extension of FPC jurisdiction over local activities 
of production and gathering of gas and field prices thereof. It is respectfully 
urged that your committee withhold action on this proposal until the association 
has had an opportunity to present its views. 


RusseE_.t B. Brown, 
General Counsel, Independent Petroleum Association of America. 
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DEPARTMENT OF AGRICULTURE, 
Washington 25, D. C., July 10, 1952. 
Hon. Epwin C. JOHNSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear SENATOR JOHNSON: Reference is made to your request of May 2, 1951, 
for a report on S. 1346, a bill to place jurisdiction of natural gas pipelines con- 
structed in part or in whole across public lands, including the forest reserves 
of the United States, in the Federal Power Commission. 

Section 28 of the act of February 25, 1920, authorized the Secretary of the 
Interior to grant rights-of-way through the public lands, including the national 
forests, for pipeline purposes for the transportation of oil or natural gas, sub- 
ject to such regulations and conditions as to survey, location, application, and 
use as he may prescribe and upon the express conditions that such pipelines shall 
be constructed, operated, and maintained as common carriers and shall transport 
or purchase without discrimination, oil or natural gas produced from Govern- 
ment lands in the vicinity of the pipeline in such proportionate amounts as 
the Secretary of the Interior may, after a full hearing with due notice and a 
proper finding of facts, determine to be reasonable. Failure to comply is ground 
for forfeiture of grant. Other provisions of section 28 relate primarily to the 
transportation of oil. 

S. 1346 would transfer from the Secretary of the Interior to the Federal 
Power Commission jurisdiction over the regulatory functions respecting natural 
gas lines used as common carriers in interstate commerce pursuant to section 
28. This Department would not be affected by such a transfer. However, if 
an amendment along the lines of this bill is deemed desirable by your committee, 
we would like to suggest consideration of a further amendment as set out 
below. 

At the time the Mineral Leasing Act was passed and, subsequently, in 1935 
when section 28 was amended, there was little activity or interest in leasing 
national forest lands for oil and gas exploration and development. Leases, when 
issued, seldom resulted in exploitation. 

The situation has changed markedly in the last several years. Many more 
leases have been issued; more widespread exploration and development have 
taken place. Consequently, applications for rights-of-way within the national 
forest may be expected to increase. The national forests are subject to many 
uses for many purposes and in order properly to regulate their occupancy and 
use and preserve them from destruction as directed by the act of June 4, 1897 
(16 U. S. C. 551), and to carry out the principle of the greatest good to the 
greatest number in the long run, it is recommended that this Department be 
given the authority to prescribe such conditions of use as it deems necessary 
to protect such purposes. Such authority would be in harmony with similar 
provisions in the Federal Power Act, as amended (16 U. 8S. C. 797 (e)), and 
the Mineral Leasing Act for acquired lands (30 U. S. C. 351-9), both of which 
give the head of the agency having jurisdiction over the land the right to attach 
such conditions as he deems necessary. Therefore a further amendment to 
section 28 is recommended, as follows: 

“Right-of-way grants through the national forests shall be subject to and 
contain such conditions as the Secretary of Agriculture shall deem necessary 
for the adequate protection and utilization of such national forests for the pur- 
pose for which they were created.” 

Since the national forests are no longer referred to as “forest reserves,” the 
title of the bill should be amended to read, “To place jurisdiction of natural 
gas pipelines constructed in part or in whole across public lands, including the 
national forests of the United States, in the Federal Power Commission, and 
for other purposes.” 

The Bureau of the Budget advises that, from the standpoint of the program 
of the President, there is no objection to the submission of this report. 

Sincerely, 
CHARLES F. BRANNAN, Secretary. 
x 


